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Total Revenue

in € millions | change since previous year

Software and Maintenance Revenue

in € millions | change since previous year
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Financial Summary

SAP Share in Comparison with the DAX®, the Dow Jones EURO STOXX 50°, and the GSTI* Software Index
January 1, 2006 to February 28, 2007 | in percent
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Revenue Breakdown by Type of Activity

Core Enterprise Applications Vendor Share’ in € millions | percent | change since previous year |

in percent | change since previous year in percentage points constant-currency change since previous year
SAP 24.0 Orocle 9.0 Training 383 Software 2,072
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Empowering Customers
Through Business Innovation

With world-class software, value-added services, and unparalleled expertise
addressing the unique demands of organizations in more than 25 industries
and over 120 countries, SAP continues to grow its market share as the world’s
leading provider of business software. From smali businesses and midsize
companies to global enterprises, more than 38,000 organizations worldwide
run SAP applications for greater productivity, agility, and business growth.

Woe have helped our customers transform the challenges of successive para-
digm shifts within their industries and in the world of information technology
into opportunities for competitive edge through business process innovation.
Pursuing a successful strategy of organic growth and collaboration with the
world’s largest partner ecosystem, we continue to provide our global customer
base with a clear product road map for ongoing innovation and investment
security.

While making strong gains in established markets and geographies, we are
leveraging the expertise and innovative power of our more than 39,300 employees
and global partner ecosystem to extend our product portfolio and reach new
markets and customer segments. In the very near future, our customers can
expect even greater advances in software built on a flexible business procaess
platform that empowers information workers, decision makers, and entire
organizations in unprecedented ways.

FINANCIAL SUMMARY







Taking innovation further.
Four SAP customers talk about
the solutions that transform
their businesses —and their
industries.

{ PsG -

KALUPTHING BANK

lenovo




|

For computer maker
Lenovo, product and
business model innovation

g0 hand in hand

lenovo







Lenovo has emerged to
become one of the most

innovative personal
computer makers in
the world.

Lenovo's campus in
Beijing. China
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AN INDUSTRY LEADER

Founded in 1984 in Beijing, Lenoveis China's largest [T
enterprise and personal computer (PC) maker. The Lenovo
Group, with execurive headquarters in the Research
Triangle, in the U.S. state of North Carolina, employs over
23,000 people. The company has a presence in more than
60 countries, with manufacturing and distributing facilities
in Brazil, China, Hungary, Malaysia, Mexico, the United
Kingdom, and the United States,

With its acquisition of IBM's Personal Computing Division
for US$1.75 billion last year, Lenovo became a global player
overnight, Yer the acquisition posed a significant challenge
for the ambitious compurer maker. Managers faced the task
of having to integrate the two organizations and optimize
IT systems to avoid losing market share to the company’s
main competitors. It became clear to Lenovo's teadership
that the company needed a modern enterprise resource
planning (ERP) system.

“Companies don't just compete against other companies
today; they compete against entire supply chains,” explains
Lenuovo President and CEO Bill Amelio, “Companies in our
industry must sustain a constant level of innovation, and
that's only possible when every player in the supply chain is
integrated on a flexible IT platform like SAP NetWeaver.”

A PLATFORM FOR INNOVATION

After reviewing the offerings of several different companies,
Lenovo chose SAP to help the company build a platform

for its global processcs. Lenovo’s goal is to integrate its enuire
global supply chain, customer relationship management
processes, and existing ERP processes. To achieve that, the
company is implementing the SAP NetWeaver platform and
various applications from the SAP for High Tech solution
portfolio.




From the SAF Business Suite applications, Lenovo will

be deploying SAP Customer Relationship Management,
SAP ERP Financials, SAP ERP Human Capital Management,
and SAP Supply Chain Management, including the SAFP
Advanced Planning and Optimization application. It will
also be using the SAP xApp Cost and Quotation Manage-
ment, SAP GRC Global Trade Services, and SAP xApp
Manufacturing Integration and Incelligence compuosite
applications. Together, each of these applications will help
Lenovo respond faster to business and market changes;
integrate the company's growing global operations; and
manage end-ro-end processes. And, because of built-in
capabilities from the SAP NetWeaver platform, Lenovo will
also be able 1o take advantage of entergrise service-oriented
architecture (enterprise SOA). This will allow the computer
maker to quickly enhance the capabilities of its T land-
scape, and adapt its supply chain 10 accommaodate future
shifts in product innovation and customer demand.

“Companies don’t just compete against
other companies today; they compete
against entire supply chains.’

Bill Ametlio. President and CEQ of Lenovo

Cantinuous innovation: Lenovo has
fied more than 1.000 applications for
PC patents over the past four years.

COMPETING WITH A DOUBLE-EDGED

BUSINESS MODEL

With an end-to-end supply chain in place, Lenovo will be
able to pursue its highly innovative dual business model
with even greater speed and efficiency. Rather than restrict
itself to a single means of reaching customers, Lenovo uti-
lizes a relationship model and a transaction model. In the
first, the computer maker esrablishes long-term relation-
ships with its largest customers — for instance, very large
corporations, government, and educational institutions.
These customers typically order large quantities of PCs pre-
configured 1o suit their unique needs which Lenove then
builds to order. But Lenovo also sells 1o individual con-
sumers, as well as small businesses and midsize companics,
with its transaction business, serving customers that have
common needs —and require minimal customization -
through a highly efficient distribution model. The trans-
action business allows the company to achieve broad market
coverage, even in smaller cities,




“In the future,
innovation will also
be based on the
very business model
that drivesit.”

Yang Yuanqing, Chairman of the Board of Lenovo

Delighting customers: SAP helps Lenovo
glean high volumes of transaction data to
identify customer needs and create innovative
new products.




“The way to get a world-class supply chain is to have a rich
mix between transaction business and relationship busi-
ness,” says Bill Amelio. “A dual model is inherently more
complex, but with SAP we can do it because we have a berter
IT system that can better support our business.”

GETTING CLOSER TO CUSTOMERS

Understanding what millions of customers around the
world want is a formidable task. Yet with the SAP platform,
Lenovo is able to glean and analyze high volumes of trans-
action data across its entire business — from retail cash
registers to direct sales. It uses this real-time data to identify
customer pain peints, and to then address them with new
product innovations. By understanding customer needs
across a broad range of issues — from optimal hard drive size
10 computer virus protection — Lenovo consistently lever-
ages opportunities to delight customers through innovation
and differentiare itself from its competitors.

PUSHING THE ENVELOPE

In no other sector have product life cycles been shortened
as in the PC industry. Product innovations emerge at light-
ening speed, as does the pace at which comperitors copy
them. But Lenovo has managed to leverage its supply chain
10 stay ahead of the innovation envelope —and limit the
negative effects of commoditization. The computer maker
has filed more than 1,000 applications for PC patents over
the past four years. By understanding customers’ growing
need for securiry, for example, Lenovo has developed tech-
nology that enables users to log on to their machines by
fingerprint. And by gaining insight into their customers’
desire for a single solution for crashes, Lenovo has developed
a PC that can recover from a virus at the click of a button.

BUILDING THE MOST EFFICIENT SUPPLY CHAIN

IN THE WORLD

Currently the world's third-largest PC manufacturer, Lenovo
has a very clear strategy for future growrh, With an inter-
national business three times the size of its substantial core
business in China, Lenovo is anxious to extend its global
footprint among consumers, smal! businesses and midsize
companics. For Yang Yuanging, Lenovo’s Chairman of

the Board, this ambitious path for growth and [T-driven
business model innovation are two sides of the same coin.

“We want to have more market share in the furure —and
that means building a strong dynamic business model
built on a flexible IT platform,” explains Yang Yuanqing.
“In the future, innovation will not be based on product
and technology alone, but also on the very business model
that drives it. And SAP is the IT partner that can help us
achieve thar.”
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SAP provides Kaupthing Bank
a platform for integration —

and a blank check for growth

KAUPTHING BANK
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With the help of SAP,
Iceland-based Kaupthing
Bank is once again
poised to double in size.

Kaupthing Bank headquarters in
Reykjavik, lceland
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A NEW STAR IN THE NORTH

Kaupthing Bank is Iceland’s leading bank and one of
Europe’s fastest growing and most successful. It offers inte-
grated financial services to companies, institutional
investors, and individuals in five core business areas: corpo-
rate banking, investment banking, capital markets services,
asset management and private banking, and treasury. Head-
quartered in the capital city of Reykjavik, the bank is listed
on exchanges in both Iceland and Sweden. Kaupthing Bank
operates in ten countries, including all Nordic countries,
Luxembourg, Switzerland, the United Kingdom, and the
United States. With €40 billion in total assets and 2,700
employees, Kaupthing Bank is the seventh largest bank in
the Nordic region in terms of marker capiralization.

A HOT ECONOMIC CLIMATE IN. THE NORTH ATLANTIC
Times have changed for the small istand nation just below
the Arctic Circle. A decade ago, Icelanders had virtually no
investments abroad. But Iceland's decision to join the Euro-
pean Economic Area in 1992, the growing internationaliza-
tion of financial markets and the rise of electronic financial
networks have provided fertile ground for growth, both at
home and abread. As a result, Iceland’s financial services
market has flourished well beyond its borders, with growth
rates ewice that of Denmark 2nd Sweden.

Kaupthing Bank has been quick to recognize and capitalize
on these opportunitics. With a corporate culture that values
straightforward and quick decision-making, the bank has
used an innovative business model to achieve exponential
growrh, As a result, the bank has doubled in size every year
for the past couple of years.




The bank attributes its success in its key arcas of investment
banking, corporate banking and private banking to quick
decision-making and innovative producr range hased on
reliable information systems. To execute a strategy with this
level of ambition and complexity, however, the bank recog-
nized the need for a powerful, flexible I'T architecture that
could enable it 10 continue the pace of rapid growth with
strong revenues and high-quality service.

A PLATFORM FOR GROWTH

After reviewing the various offerings of several major enter-
prise software makers, Kaupthing Bank's managers came to
the conclusion that SAP offers the best solution for financial
services. With the SAP NetWeaver platiorm, cthe bank has
standardized and synchronized its wide range of services and
activities. And by selecting the SAP for Banking solution as
its business backbone, Kaupthing Bank: is taking advantage
of the powerful set of applications, including SAP Deposits
Management, SAP Loans Management, SAP Leasing,

and SAP Collateral Management. With these applications
Kaupthing Bank has unified operations, standardized
processes, reduced the number of legacy systems across the
banking group, improved revenue growth, and achieved
faster product and service innovation,

Exponential growth: SAP helps Kaupthing Bank
operate in 10 countries. with €40 billien in total
assels and 2,700 employees.




Perfect timing: Kaupthing Bank’'s SAP solutions enable quick
decision-making and an innovative product range.

“With SAP for Banking,
Kaupthing Bank delivers unified,
high-quality cross-border
banking services.”

Sigurdur Einarsson, Executive Chairman of Kaupthing Bank




“With SAP tor Banking, Kaupthing Bank is able to offer its
clients unificd, high-quality cross-border banking services
in each of the countries in which ir operates,” says Sigurdur
Einarsson, Exccutive Chairman of Kaupthing Bank. “As

a result, we're able to clearly differentiate ourselves from
other Northern Buropean corporate banks.”

For example, the bank can now easily handle multiple
currencies across 1) countries in several different time zones.
It has also greatly simplified the day-to-day management

of checking accounts and loans. Employees processing loan
applications in Finland, for example, can also process loans
from Sweden and leeland using the same system and the
same rules.

The recent implementation of the SAP NetWeaver platform
and SAP for Banking solutions has received acclaini from
analysts and other participants as well. This year, Kaupthing
Bank received the Retail Banking Project Award in the
“Core Banking” category from the banking industry maga-
zine The Banker.

Growth: Kaupthing Bank maintains
an amb.tious set of objectives.

BANKING ON THE FUTURE

An accomplishment of this size would be difficult for any
company anywhere to repear, but Kaupthing Bank main-
tains an ambitious sct of objectives. Though size is never an
objective in and of itsclf, the bank seeks out opportunities
like those presented by SAP to support steady, organic
growth, “Achieving consistent growth is about more than
just size,” says Sigurdur Einarsson, “Our goal is to maintain
strong profits by satisfying our customers, With SAP for
Banking, we have all the tools we need o sustain a high
level of custorner service and product innovation.”




With SAP, Procter & Gamble

moves closer to 1ts custometrs —
and ahead of the competition
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With more than
300 well known brands,

Procter & Gamble has
worldwide presence.

P&G corporate headquarters in
Cincinnati. Ohio, USA
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ALWAYS ONE STEP AHEAD

Global consumer products company Procter & Gamble
(P&G) is an innovation leader in the rapidly changing
consumer retail industry, With the help of SAP, P&G has
built a highly advanced supply chain, moved closer to its
customers, and enhanced its ability to abserb acquisitions,
Asa resulr, the company drives growth and innovation in
every aspect of its business — and maintains a strong com-
petitive advantage.

More than 300 P&G brands are houschold names through-
vut the world. In fact, 22 of its beauty, groomiing, and house-
hold care products boast annual sales of US$1 billion or
more. P&G is also a pioneer in leveraging global enterprisc
resource planning (ER?) and a long-time SAP customer.
The company began making country-specific purchases of
SAP R/2 in Europe and Latin America as carly as 1983. By
1997, the company had already begun a global SAP rollout,
resulting in one of the first worldwide, standardized IT sys-
tems. And in 2006, I'&G again led consumer packaged gouds
companies with its commitment to move toward enterprise
service-oriented architecture {(enterprise SOA) with a global
upgrade to SAP ERP 2005. Since then, the company has
focused on optimizing its overall supply chain, leveraging
SAP’s market-leading supply chain nranagement and
planning applications, These solutions — as well as P&G’s
long-term strategic partnership with SAP — have helped

the global leader strengthen every aspect of its value chain.




BUILDING A SUPPLY CHAIN THAT RESPONDS IN
RAEAL TIME

Supply chain management is a key focus for manufacturing
companies today, particularly those in the highly competi-
tive consumer goods space. P&G has (aken the practice one
step further by building an adaptive supply network —a
demand-driven supply chain capable of analyzing streams of
real-time data and automatically producing highly accurare
forecasts at any given moment. P&G uses this information
10 make better purchasing decisions; to fine-rune sales and
marketing efforts; and w ensure that each of its hundreds of
products are in steck on store shelves.

“With SAP, our business model
can be used as a tool for innovation —

and competitive advantage.”

AG Lafley, CEO of Procter & Gamble

Always in stock: SAP helps keep P8G's
mare than 300 quality brands on store
shelves throughout the world.

Operating wich this kind of precision has become a necessity
for a consumer products company like P&G, which finds
itself competing in an increasingly difficult rerail environ-
ment. Margins have become thinner and growth much
more difficult ro achieve. The balance of power has shifted
decisively to rerailers and continues to move toward the
consumer, who has become less loyal and more willing to
try new brands. Whena branded product is out of stock,
consumers will often simply switch to another product,
regardless of the brand’s strength.

“Staying the same will not work. The supply chain can hold
your business model back, or propel you ahead,” says P&G
CEO AG Lafley. "SAP allows us to get more in tune with the
dynamics of the supply chain, with our consumers and wich
our customers.”
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MOVING CLOSER TO THE CUSTOMER

With chis deeper understanding of customers and con-
sumers, P&G has succeeded in taking demand shocks out of
its supply chain and in ensuring that shelves are consistently
well-stocked. By taking data from point of sale and pushing
it back through the supply chain as consumer decisions

are being made, P&G makes betcer business decisions faster.
As a result, the company is able to deliver its products at

the right time, the right place, and ac the right price —any-
where in the world.

Getling closer: SAP helps
P&G get closer to suppliers,
customers, and consumers.
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STREAMLINING ACQUISITIONS

New acquisitions are also an important part of P&G's growth
strategy. This was the company's goal when, for example, it
acquired Gillette in 2005 — an acquisition that enlarged the
company by 20% by adding a brand recognized around the
world. Gillette, the global leader in the grooming, personal
care, oral care, and barteries businesses, operated 32 plants
in 15 countries at the time P&G acquired it. Combining the
operations of two large companies posed a tremendous
challenge. Since both Gillette and P&G ran SAP solutions,
the integration succeeded in record time. “SAP has allowed
us to become more flexible and adaptive in nearly every
area of our business — from curting costs and accelerating
innovation to bringing new acquisitions on board,” says
P&G Global Services Officer and CIO Filippo Passerini.

WELL POSITIONED FOR THE FUTURE

Over the coming decade, P&G will confront a number of
challenges and chreats, including competition from new
brands; shifting consumer and retailer demands; as well the
erosive effects of commoditization. But with its portfolio

of SAP solutions, the company is well-positioned to manage
future change. “The winning companies down the road are
going to be the ones that have winning supply chain capa-
bilities. We know that our business will change several times
over the next 10 years,” adds AG Lafley. “But with SAP, our
business model can be used as a tool for innovation - and
competitive advantage.”




innovation in real time: SAP gives P&G users real-time data
for better, faster decisions.

“SAP solutions allow P&G to
be flexible and adaptive in nearly
every business area.”

Filippo Passerini. Global Services Officer and CIO of Procter & Gamble




- In the city of Cape Town,
fiscal and social responsibility
run on the same platform
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The City of Cape Town,
South Africa, embarked
on an ambitious project
that leveraged SAP
solutions to create one
of the country’s first
governments running on
a modern IT platform.

City Hall of Cape Town.
South Africa
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BUILDING A NEW FOUNDATION

The seven autonomous municipalities that once made

up Cape Town, South Africa, merged on December 5, 2000,
to create a new “Unicity” — and a fresh set of challenges.
Overnight, the new organization took responsibility for
30,000 emplayees, a budger of €755 million (R7.2 billion), and
service delivery 1o nearly 3.2 million citizens — from elec-
tricity distribution, water, and sanitation, to waste removal,
housing, and healthcare.

Yet the newly merged city was unified in name only. In addi-
tion 1o having scparate political partics and administrations,
the former municipalities had also been supporied by
incompatible, antiquated IT systems. After.a great deal of
discussion and debate, the City of Cape Town chose to puta
single IT system in place char could manage the city's entire
operarions. Under the codename “Project Ukuntinga,”
meaning “to soar” in siXhosa, one of South Africa’s [
official languages, the search for a software provider began.
City officials were determined to make the preject business-
driven rather than technology-driven, and solicited the
knowledge and experience of more than 250 senior and
middle managers across all business disciplines. Based on
their analysis and feedback, the City of Cape Town chose
SAP as the project’s lead software pariner,




CAPE TOWN, INC.

With SAP ERP as the backbone, as well as the industry-
specific set of solutions contained in SAP for Public Sector
and SAP for Utilities, city officials laid vut very specific
improvement goals for the new IT platform, including
[inancial and management accounting, procurement,
materials management, human resources, and payroll man-
agement. They also set clear benchmarks to measure the
project’s success, with the firm expecration cthac the project
pays for itsell within four years, But with the improvements
achicved through billing alone, the city saw a return on
their investment in just over two years.

“Today's budgess are tighter and the debate over how to best
allocate resources is getting rougher,” says Nirvesh Sooful,
chief information officer for the City of Cape Town, *The
right IT systems have w be in place o make government as
cost-effective as possible, SAF has helped Cape Town run

its administration like that of a successful business. We've
enjoyed a strong return on investment and our citizens have
never been more satisfied.”

The City of Cape Town's move to become more like a
business reflects that of a growing number of public sector
senior executives. A study by the Economist Intelligence
Unir tided “Business 2010: The public sector” revealed that
issues such as economic crises, privatization, budger curs,
and the continuing evolution of e-government, as well as
the growing scrutiny of citizens, will push governments to

Built on fairness: Savings from the SAP
implementation helps fund social programs
to bring water and other vital services to
the disadvantaged.
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Shared benefits: SAP helps the City of Cape Town
reduce service delivery costs - from electricity to housing
and healthcare - to over 3.2 million citizens.

“SAP has helped Cape Town run its
administration like that of a successful
business. We've enjoyed a strong
return on investment and our citizens
have never been more satisfied.”

Nirvesh Soofut, CIO of the City of Cape Town

24




be more citizen-focused, more business-like, and smarter in
their use of technology. Two-thirds of chose surveyed plan
to adopt new technologies to improve secvice qualiry, and
another 33% will use technology to deliver services 1o more
constituents and through more channels.

ACHIEVING A NEW BENCHMARK

The city's SAP software environment has made the day-to-
day management of Cape Town much more rransparent,
The SAF for Public Sector solutions, for example, enable ciry
workers to oversee a mulritude of tasks, from tracking inci-
dents and reports on broken-down equipment to managing
the intricacies of the annual budget. The SAP solutions
have also helped the city cut down on fraud and corruption
by enabling an online audit crail. All transactions can

be traced, giving city officials and audirors a complete and
transparent overview of how taxpayers” money is being
spent.

CLOSER TO THE PEOPLE

Almost every aspect of the city’s managzment, service
delivery, and governance has been streamlbined and made
more cfficient. The most palpable change is in the way Cape
Town's citizens interact with their government, Citizens
can now pay for services from a single, consolidated bill at
any cashies’s office in the city, over the Internet, by debit/
stop vrder, with retailers, or even ac the post office. And
asingle centralized call center offers citizens a single point
of contact where they can call with questions abour their
accounts.

A BETTER BOTTOM LINE - AND BEYOND

The integration of financial systems and the streamlining of
billing processes across the SAP software environment have
not only greatly increased efficiency, but have also unlocked
billing value. By increasing the city's ability to collect out-
standing bills, payment ratios jumped from below 85% to
more than 98% in the first two years alone, freeing up the
city's cash reserves and helping it avoid additional debe. This
has allowed the city to divert mosi of the resulting savings
toward social development programs aimed at individuals
and small businesses.

In che past, disadvantaged parts of the city have often had
no water, sewage, or cnergy service, Cape Town's social
programs have provided reliable utilities, as well as debt
relief, for those wha have been unable to pay past-due bills.
They have also supported affirmative procurement policies
that help small businesses compete for city contracts. “By
helping us add value to the City of Cape Town's bortom
line, our SAP software has helped us touch lives well beyond
it,” says Nirvesh Sooful. “From both a financial and human
perspective, the city’s invesiment has been returned many
times over.”
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02 Letter to the Shareholders

Dear Shareholders,

Customers, Partners, and Colleagues,

2006 was an important year for SAP. We achieved a
number of significant milestones towards our long-term
growth targets for 2010. We proved our ability to drive new
innovation through the expansion of our product portfolio
and through the global availability of the first business
process platform. A 10% increase in revenues and a 27%
increase in adjusted net income demonstrate that SAP con-
tinues to be a growth company that consistently delivers
outstanding results.

We sct ambitious targets for 2006 and were notable to

meet all of them, We achieved 12% software revenue growth
in constant currencics, Though shorr of our 15% arger,
this was an excellenc resulrin comparison with our market
peers. We increased our market share in all regions and
against our main competitors.

In 2007, we will continue our strategy of urganic
growih based un our own innovation and co-innovation
with customers and partners. As our customers” ability to
innovate becomes increasingly dependent on IT, vur ability
to innovate faster than our competitors will become ever
more impoertant, and we have proved that an organic growth
strategy is the best way to sustain our first-mover advantage,
We will successfully detiver on the product road map
we announced three years ago and we will introduce a new
software category that represents a radical innovation in
both product and business models in our industry.

HIGHLIGHTS OF 2006

2006 was a vear of strong growth on all fronts. We achieved
double-digit growth in software license revenue across all
regions. Qur profitability rose by 0.5 percentage puints toan
adjusted operating margin of 28.8%.

We justfied a high level of customer confidence
by delivering on our promises to existing customers. We
moved forward on target with our goal of service-enabling
our software that will make it easier for our customers to
execute on desired changes to their business. We now have
over 7,300 customers of our service-enabled ERP application,
SAP ERP. We announced that all new funcrional enhance-
ments to SAI' ERP through 2010 will be made available as
extensions 10 SAP ERP 2005 in a series of oprional enhance-
menrt packages, eliminating the need for customers to
continually upgradu their systems to take advantage of
the newest technology and business process innovations
from SAI

Providing software t mect the needs of companies
that have not rraditionally used SAP software is a core pillar
of our strategy to double the size of the market we address.
In 2006, we shipped a range of new products thac address
the needs of users who analyze dara 1o gain new business
insights. These include Duet software, a product we devel-
oped with Microsoft to enable users o access SAP daa
through familiar Micresoft products. We also introduced
a new product deployiment model with SAP CRM on-
demand solutions.

We continued to grow by industry. We lead the
market in 20 of the 25 indusiries we serve and our growth in
2006 was driven by a mix of strong performance in teaditional
industries such as chemicals, oil and gas, and utilides, as well
as in strategic industries such as retail and financial services.

We executed on our pulicy of complementary
acquisitions with the purchase of three software companies —
Khimetrics, Virsa, and Frictionless Commerce — and the
chief assets of two others — Praxis Sofoware Solutions and
Facrory Logic.

We extended our global ecosystem of partners. In
addition to new partnerships in Asia, with Tata Consultancy
Services in India, Neusoft Group in China, and Fujitsu in
Japan, we announced a new marketing cooperation agree-
ment with Cisco Systems for the United States and Canada
covering governancy, risk, and compliance applications.




We introduced industry value neeworks for five industries.
These networks bring together independent software
vendors and systems integractors with SAP and leading cus-
tomer companies to develop solutions to industry-specific
business pains,

This exchange of business best practice with
customers and partners is fundamental to our success, We
believe we have a responsibility to society ta make this best
practice — particularly in the areas of transparency and
governance — available to a broader range of stakeholders,
including wmorrow’s business leaders, We dv this through
membership in a number of stakeholder forums such as the

UN Global Compactand the International Business Leaders’

Forum, our collaboraton in the Extractive Induscries
Transparency Initiative, and through the continued expan-
sion of our SAP University Alliances program.

The testimony of the customers featured in this
Annual Reportis evidence of our continuing success. Across
a range of differencindustries, geographies, and business
needs, we support these customers in meeting their innova-
tion and growth agendas. This would not be possible with-
out our mosr important assel — our people, We continue
to invest in employees and hired over 3,400 staff worldwide,
almost half of them in global research and development
centers,

GROWTH OPPORTUNITIES

We see enormous growth potential in 2007 and beyond. We
will increase share of wallet among our existing large- and
midsize customer base by bringing the entire SAP product
suite to our business process platform. We will excend our
platform with industry-specilic versions, We will continue
to develop our product offering for small businesses and
midsize companies. In January 2007, we launched a new ver-
sion of SAP" All-in-Cne solutions, our software for midsize
companies, and we will soon release a new version of

SAP Business One, our uffering for small businesses,
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We are also addressing a huge revenue opportunity
among midsize companies thar are not currently enter-
prise suftware buyers. Over the last three years, we have
focused on developing a product for these “non-buvers.”
We are now innovating on our own business model w
meet their need for low cost and risk and swift return on
their [T investments. In January 2007, we announced a
£300-400 million investment over eight quarters to build
our “try-run-adapt” model thar will enable companies o
quickly access, configure, and run sofrware 1o meet their
needs. To minimize cthe investment risk for these compa-
nies, we are louking avalternarive licensing models such as
leasing as well as different financing options. We expect to
achieve US$I billion revenuc from this offering by 2010 and
10,006} new customers per year onwards of 2010.

THANK YOU

In closing, { would like to thank each member of our eco-
system of employees, partners, and customers, who together
enable SAP 1o create long-term value for you, our share-
holders.

fog e

Sincerely,
Henning Kagermann
Chairman and CEQ, SAP AG

[—
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The SAP Executive Board:

Experienced business
leaders with a vision and
a commitment to the
success of our customers

SUCCess

Henning Kagermann

{Chief Executive Officer)

joined SAP in 1982 and has been a
member of the Executive Board since
1991. He has overall responsibility

for SAP’s strategy and business
development, Global Communications,
Global Inteltectual Property, Interna!
Audit. and sponsors SAP's Top Talent
Management program.
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finance

Werner Brandt

{Chief Financial Officer}

joined SAP in 2001 and has beena
member of the Executive Board since
2001. He is responsibie for Finance
and Administration. Shared Services,
and SAP Venlures.

innovation

Peter Zencke
joined SAPR in 1984 and has been a
member of the Executive Board since

1993. He is responsible for Research,

Application Platform, and SAP's
new dedicated midmarket solution.

solutions

Shai Agassi

joined SAP in 2001 and has been a
member of the Executive Board since
2002. He is responsible for Product
Development, Technology, industry
Solutionsg, and Product and Industry
Marketing.




| 06 Executive Boand

people

Claus E. Heinrich

(Labor Relations Director)

joined SAP in 1987 and has been a
Member of the Executive Board since
1998. He is responsible for Global
Human Resources. Quality Manage-
ment, Internal IT, and SAP Labs.

service

Gerhard Qswald

joined SAP in 1981 and has been a
member of the Executive Board since
1996. He is responsible for Global
Service and Support, Custom Develop-
ment, and SAP's new dedicated
midmarket solution.

customers

Léo Apotheker

joined SAP in 1988 and has been a
member of the Executive Board since
2002. He is responsible for Sales,
Consulting. Education, and Marketing.

The Executive Board appointed the following members of the SAP senior management team as Corporate Officers
of the SAP Group: Ernie Gunst, Martin J. Homlish, Hans-Peter Klaey, Michael Klginemeier, Klaus Kreplin, Bill McDermott,

Jim Hagemann Snabe.
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Customer Requirements:
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Open a World of Opportunities

Our customers’ requirements are evolving as fast as the
technology advances and ariging industry challenges in the
establishaed and emerging markets we serve. Globalization
and consolidation within and across all markets and indus-
tries are compelling companies to change the ways they do
business - by extending their market reach, or by focusing
on specialized products, or even by redefining the very
models on which their businesses are based.

Whether they are global players, regionally operating mid-
size companies, or local small businesses, companies all over
the world must be able 1o adapt quickly and {lexibly to suc-
ceed and 1o grow. We have made it our mission to empower
them. And, in meeting customer requiremenis around the
globe, we open a world of opportunities, The year 2006 saw
SAP consistently exceuting on this mission.

We continucd to cmpower CusIONMErs across every
level of their organizations — from the boardroom to
employees’ desktops — by delivering products and services
that enable and accelerate business innovation, We deep-
ened and broadened our industry expertise through collzb-
orative customer and partner communitics. We continued
to expand our presence in established and emerging
markets, leveraging local expertise and talent as caralysts of
innovation for customers in the surrounding regions and
worldwide. We continued to grow ever closer o our
customers, their industries, and their markes. We believe
that our delivering on customers’ requirements is fueling
innovation, unleashing growth, and creating significant
value —for SAP, for our customers, for our partners and,
ulrimately, for entire industries and economies.

PRODUCT INNOVATION TARGETS CUSTOMER
REQUIREMENTS

As we expanded our portfolio of services, applications, and
technologies in 2006, we placed our focus on meeting these
key customer demands:

® Software Integration
Regardless of their size or industry, our customers seek
o extend the power of their SA) applications to new user
groups, enabling greater employce productivity and
business process efficiency by putting information at their
fingertips, We have made this demand a key priority.
Among the numerous collaborative software integration
projects in which SAP engaged in 2006, che one receiving
the most customer and market acclaim was Duet software
for Microsoft Office and SAP —a joint product that
enables people to interact quickly and easily with SAP
business processes and data through Microsoft Office
desktop productivity sofrware.

w Deeper Business Insight
Customers want to empower information workers and
decision makers wich the best possible insight to drive
informed business decisions. SAP delivered on this key
demand with more than 100 analytics applications cover-
ing key areas including financial management, human
resources, customer relationships, and the supply chain,
as well as industry-specific analytics applications for
manufacruring, retail, and financial services companies.




10 Markets and Opportunities

a IT Investment Protection
Continuing w deliver innovation on the SAT NeiWeaver
platiorm and enterprise service-oriented architecture
(enterprise SOA) bluepring, SAP helps customers tap
maximum value from existing 1T investments, SAP ERI
2003 enables customers o deploy innovation at their own
pace through enhancement packages, without disrupting
vperations through intensive system upgrades,

Regulatory Compliance and Risk Management
Companics across all industries face a growing number
of tightened regulatory requirements such as the U.S.
Sarbanes-Oxley Act, necessitating che implementation of
new processes and [T systems for governance, risk, and
compliance (GRC) management. SAP addressed this by
expanding its existing portfolio of regulatory compliance
software covering the needs of diverse industrics with
powerful new solutions that make GRC an integral part
of customers” business and IT serategies.

EXTENDING OUR LEADERSHIP IN ESTABLISHED
MARKET SEGMENTS

In 2006, we continued to extend our leadership and address
changing customer demands in the large enterprise
segment. We expanded existing customer agreements wich
furcher SAP Business Suite applications such as customer
relationship management (CRM) and supply chain
management (SCM). Customers also extended their SAP
footprints with industry-specific modules, with quickly
deployable compusite applications to fill in gaps in business
processes, with on-demand software, and with new solu-
tions for information workers such as analytics applications
and Duer,

We continued wr help customers realize their own
individually tailored road maps for enterprise SOA through
growing adoption of SAP ERI, our market-teader enterprise
resource planning (ERP) application designed on the enter-
prise SOA blueprint. More than 7,300 customers now license
SAP ERP as the vear 2006 saw more than 800 new conver-
sions of customers’ SAI’ R/3 contracts. We helped our large
enterprise customers Jeverage the power of SAF NerWeaver
to integrate their disparate IT systems, We entered into new
subscription-based global enierprise agreements (GEAs)
that strengthen our position as the long-term strategic part-
ner to our customers, enabling business agility and growth
as they evolve their global IT landscapes w enterprise SOA.




EXPANDING MIDMARKET REACH TO NEW

CUSTOMER SEGMENTS

Building on our established markets to deliver continued
stable double-digit growth, we are targeting adilivional busi-
ness opportunities. Small businesses and midsize companics
comprise more than 63% of our global customer base, yet
the midmarket segmenv remains widely untapped. In 2006,
we took significant steps to address the distinet needs of the
midmarket. Whereas midsize companies share many of the
same demands and objectives as large enterprises, they must
reach their goals with fewer resources. They need to inno-
vate faster and tightly integrate business processes, informa-
tion, and applications across business units and parener
networks. They need business software that offers simplicicy,
auromation and embedded best pracrices while driving
down IT costs.

In 2006, we expanded our global network of channel
partners for small businesses and midsize companies and
unified our global partner programs under the umbrella of
our SAP Partnerdge program. We added new capabilities
and microvertical solutions w the porttolio of SAP and part-
ner solutions for small businesses and midsize companies,
We developed the next version of SAP All-in-One solutions
with significant enhancements to empower midsize compa-
nies — particularly those in the upper midsize segment —
with the agility thar their larger peers are gaining by
migrating o the new generation of SAP suite applications
leveraging enterprise SOA,

The new SAP Alt-in-One solutions tap into the
power of the latest release of SAP ERP, offering a deamatically
enhanced and more intuitive user experience, streamlined
business scenarios, enhanced analytical reporting and
integrated management of customer refationships. The
CRM capabilities optimized lfor midsize companivs include
account and contact management, activity management,
lead management, campaign management, opportunity
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management, and service ticket management. As with SAP's
suite solutions for large enterprises, new SAP All-in-One
solutions allow partners and customers (o adopt innova-
tons over time in an evolutionary way that ninimizes costs
and alleviates disruption o ongoing operations. Embedded
with best practices, enterprise SOA capabilities and broad
functional coverage for many industries and geographies,
the new SAF All-in-One solutions set the stage for our
“game-changing” approach to the midmarket.

Leveraging a new enterprise SOA “by design” plas-
form, SAL will launch in 2007 a new “consumption-ready”
solution for midsize companies: The vast majority of midsize
firms = particulariy those in the lower midsize segment —-
derive their competitive advantages through means other
than highly customized processes and IT. To scrve these
companies and thereby enter a substantial new market for
SAP, we will adapr a new business model — to be operated
in parallel to our established business — designed around a
standard solution with an efficient sales process. As a cen-
terpiece ol the approach, our new solution will target a set
of selected industries and geographies. [v will leverage enter-
prise SOA to offer new market segments a business process
platform "by design,” available to customers through on-
demand and hosted delivery for significantly lower total
cost of ownership.
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OPPORTUNITIES IN ESTABLISHED MARKETS

SAF continued ro expand its fuotprint in established mar-
kets such as the United States, the largest single market for
SAP and a key driver of our future growth. Here, we experi-
enced especially scrong growth in our midmarket customer
base and reseller nerwork, increasing geographic coverage
and addressing microvertical industey requirements. In
other mainstay markets such as Germany and che United
Kingdom, we continued to build on our solid market lead-
ership, gaining new customers and expanding agreements
with existing customers for our ltest generation of applica-
tions. We also successfully introduced new discribution
models to extend our reach to new customers in the mid-
market and large enterprise segments. [n Japan, we extended
our leadership with a markeu share three times that of our
next competitor and achieved leadership in key industries
including hanking, retail, and the public sector.

SAP Sales Regions

O Amoricos
EMEA News
W EMEA Centrsl
.1 Asis Pacific Japan

EMERGING MARKETS - CATALYSTS FOR GROWTH
The emerging markets of Brazil, China, India and Russia,
so-called BRIC countries, are powerful growth drivers

for the global economy, for our customers, and for SAP.

IT spending continues to grow significantly in these regions
as companies gear up to compete with their more techno-
logically advanced peers in the global arena. To meet their
business requirements, they are turning to SAP, the proven
leader in enterprise software. In 2006, our software revenue
in these countries grew above average. And we continue to
tap new apportunities to grow our local partner networks
and market reach.

In Brazil, where small business and midsize compa-
nies abound, we further grew our customer base in this key
market segment in 2006, We continued to expand our pres-
ence here with the opening of an SAP Global Service Center
focusing on custom development and localization services
for our customers in Latin and North America. The center
will support our long-term global growth plans for Brazil
and the entire Americas region,

With a compound annual growth rate in software
revenue of 63% over the last 10 years, SAP is one of the
mosc profitable foreign companies in China. Our expanding
partnerships and distribution channels in the world's largest
developing economy are helping us extend our market
reach and tap even greater growth potential. ERT applica-
tions are in high demand in the country — especially among
the growing number of small businesses and midsize com-
panies, the focus of suftware development at the new facility
of SAP Labs China. Opened in March 2006 to accommodate
an expected scrong increase in R&D staff, the facility also
serves as a regional technology and solutiun center support-
ing fast-growing markets throughout Asia.




With new partnerships forged and significant cus-
tomer agreements signed in key sectors in 2006, SAP anti-
cipates further groweh in India. More than half of our
customers here are midsize companies or small businesses,
vne of which this year became the 10,000th customer world-
wide for SAP Business One, our business management
application for small businesses. We plan to further expand
our footprintin the region, enhance aperations and cus-
tomer service, and utilize the talentin the region (o increase
the R&D contnibution of SAP Labs India.

With impressive economic growth, Russta is expected
to become the second-largest European economy over the
next few years, As the first global IT player to set up opera-
tions here more than 14 years ago, SAP is optimistic about
Russia’s economic future. In 2006, we furthered our com-
mitment to the country and its key scctors, creating
localized versions of our industry solutions for oil and gas
companies, financial services firms, and the public seccor.
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STRENGTHENING COMMITMENT TO MORE THAN

25 INDUSTRIES

SAP’s industry commitment is unmatched by any single
software provider. We have amassed the world’s largest base
of knowledge, best practices, and preconfigured applications
for virtually every major industry — from aerospace and
defense to wholesale distribution. We address even the
specialized demands of dozens of niche industries, such as
cosmetics rewailing and automotive supplier industry,

With SAP solution portfolios, we cover the end-ro-
end business processes of more than 25 industries. To keep
these portfolios at the cutting edge, we actively participate
in industry-specific advisory councils and maintain close
relationships with customiers, partners and independent
analysts in the field, continually feeding their ideas and sug-
gestions into new solutions and enhancements.

In 2006, we focused our investments to refline and
expand our portfolio of solutions in industries showing the
strongest premise for future growth:

® Retail: We delivered on our commitment to the retail
industry with the integration of powerlul market demand
intelligence and point-of-sales solutions, meeting growing
customer requirements for end-to-end process integra-
tion from the storefront, to the back-office, 1o supply
chain operations. Qur redail solution ser is more robust
than ever, standing at the forefront of the industry.

w Financial Services: Industry consolidation, “virtual”
banking, and heavy competition are just a few of the drivers
of business model innovation in the financial services
sector, SAP helps its customers adapt to change and get
closer to their customers. In 2006, we expanded our
collaboration with the financial community through the
creation of the industry value nerwork (1IVN) for banks.
Bringing 1ogether execurives from leading financial
services firms and industry experts, this forum helps SAP
meet rapidly changing customer requircments.
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m Public Sector: Our continually evelving solution port-
foliv and the IVN for che public sector are helping govera-
ments and public agencies meet the growing demand
from citizens for high-performance services. And with the
“Public RO initiative, we are helping customers asscss
the public value creation of IT deployments extending
bevond the financial savings they achieve with SAP
soltware,

® High-Tech: To remain profitable and competitive,
high-tech firms are adopting outsourcing and offshoring
strategies — and facing cver new financial and environ-
mental regulations. To augment our portfolio of solutions
targeting the specific needs of high-tech manufacturers,
SAP has expanded its strategy of co-innovation with the
IVN for high tech, collaborating with partners o develop
solurions for manufacturing execution, product compli-
ance, price management, and service parts management.

OFFERING SAFE PASSAGE TO INVESTMENT SECURITY
Maintaining IT landscapes marked by disparate applications
is a costly endeavor — and also would be so even if systems
could be kept online, unchanged, indefinitely. But compa-
nics’ business processes continually change, necessitating
upgrades to maintain system compatibility or the cus-
tomized development of new interfaces between varivus
applications. To harness IT costs and complexity, companies
are turning to SAL for applications built vn a proven plat-
form and offering a clear road map for easy adoption of new
features and integration of disparaie applications through
enterprise SOA.

To meet their needs for investment security and end-
to-end business process integration, an increasing number
of customers across diverse industries are taking the clear
path chesen by more than 38,000 companies of all sizes
around the world: selecting SAP as their strategic enabler
and core provider of market-leading software solutions,
technology, and maintenance services.

SAP makes the decision to switch off legacy systems
and simplify IT landscapes even more attractive to paential
customers with the Safe Passage program. Introduced in
early 2005, Safe Passage is a comprehensive offering address-
ing the concerns of competitors’ customers facing the
uncertainties of the end of life of competitors’ solutions. It
offers access to SAP's solutions, invesument protection for a
customer's existing investment in competitors” solutions,
immediate integration benetits through the SAP NetWeaver
platform, migration support services including third-party
maintenance through the SAP subsidiary TomaorrowNow,
and our nerwork of chanael partners focused on small
companics and midsize enterprises.

In 2006, we continued to grow the pipeline of
prospects and add new customers to the list of approximarely
485 companies that ok advantage of the Safe Passage pro-
gram in only two years to migrate away from the uncertain-
ties anising out of enterprise software vendor consolidarion.
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Enterprise Service-Oriented Architecture:
Blueprint for Business Innovation

SAP holds a proven track record of helping customers har-
ness the challenges and reap the benefits of the continual
evolution of information technology. For 35 years, we have
stood at the forefront of IT innovation for business, consis-
tently offering the right products at the right time. Today,

SAP is helping companies take a business-driven approach )

as they gear up for the impending paradigm shift in the
way enterprise software systems are designed, deployed,
and interconnacted.

TRACK RECORD OF INDUSTRY LEADERSHIP AND
INNQVATION

SAY helps customers leverage advances in IT, not for the sake
of technology itself, but with the primary goal of achieving
business aims. With the advent of the mainframe computer
in the 1970s and 1980s, SAY developed SAP R /2 software w0
help customers gain access 1o valuable information within
their enterprise for the first time. In the 1990s, our vision for
client-server architecture, SAP R/3, made it possible for
companies to extend their information nevworks across the
enterprise through distributed computing. We delivered a
powerful new generation of business applications, setting
the stage for the industry leadership that we have today and
continue to exrend. With the arrival of the Inwernet and
c-business in the late 19905, SAD once again launched inne-
vative solutions 1o help customers extend information
networks beyond the enterprise’s four walls to its ecosystem
of suppliers, partoers, and customers.

THE "NEXT BIG THING" IN INFORMATION
TECHNOLOGY

Today, the IT sector stands on the verge of widespread adop-
tion of service-oriented architecture (SOA), a development
that promises to change rhe dynamies of the sofiware
industry as much as the shift to client-server architecture
did 15 years ago. In essence, SOA defines the technical stan-
dards that enable the various enterprise sofiware applica-
tions used by companics and their business partners to
exchange data effecrively, Thus, SOA will help reduce the
costs of creating and maintaining daca exchange interfaces,
a factor ClOs consistently cite as one of their top challenges.

But while alleviating the woes of CIOs, SOA on its
own is not enough to solve the myriad concerns that trouble
CEOs and business managers. Today's business leaders are
tacing the challenges of globalization, increased competi-
don, rapidly changing market conditions, and ongoing cost
pressures. Thus, they need compelling business reasons
to embrace the impending IT transition to SOA. They need
their IT managers to tap more value from existing tech-
nology investments, and they need their IT systems to beteer
address business needs.

ENABLING SOA TO SPEAK THE LANGUAGE OF
BUSINESS

With enterprise SOA, SAP's business-driven approach 1o
SOA, we have taken the concept of SOA one step further,
focusing on enabling flexible business processes as well

as technical connections between IT systems, In the future,
we will continue to center this approach on building a com-
mon language for business and furthering our successful
efforts 1o drive open standards:

® A Common Language for Business
The firsc step in achieving enterprise SOA is creaung a
“lingua franca” for business = a common set of business
Pl'("Cl.'.\'.“E.‘H defininons thar are the same from CDU['HT)’ 14
country and from company to company. SAI"s approach
toward creating this common language for business is
analogous to mobile telephony. Although the technology
inside 2 mobile telephone is proprictary, the device's
rechnical standards for digitally transmirting voice are
universal, Yer, while the hurdles are removed at the tech-
nical level, a key prablem remains at the business level:
Unless bath callers also speak the same language, business
cannot be rransacted.
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# Strong Commitment to Open Standards and
Co-Innovation
Pursuing a strategy of co-inpovation with our ecosystem
of customers, pareners, and developers, SAI' makes enter-
prise SOA possible by developing applications on open
standards and enabling these applications to be deployed
throughout the enrerprise as “services” covering diverse
husiness processes. Like two callers who speak the same
language, SAP allows business processes (o move seamlessly
across common technical standards. Working with our
ecosystem, we have defined. tested. and further developed
the most common business processes used by companies
today as business services. Altogether, we made more than
1,000 predefined enrerprise services available.

PLACING BUSINESS IN THE DRIVER'S SEAT OF
IT INNOVATION
Enterprises wday need to differentiate themselves through
innovative business processes while enhancing producuvity
and reducing costs of non-differentiaring processes. To ful-
fill these requirements from bath the IT and che business
perspective, companies need a comprehensive architecture
to govern their [T landscape, based on an open platform o
enable business change.

With enterprise SOA, we arc helping customers
align their business and IT strategies by delivering two key
promises:

» Greater Flexibility
Enterprise SOA gives companies the flexibility to adapt
business processes that not only affect internal operations
but alse extend into cellaborative workflows across wide-
spread business partner networks.

m Leverage Investments
With companics today continuing o keep tight caps on
IT custs, the “rip-and-replace” approach o software
deployments is not always a viable oprion. SAl"s approach
to SOA allows companies to continually extend IT invest-
ments by integraring new applications and existing soft-
ware to enable new business processes.

Enterprise SOA is not a solution or an applicarion.
Rather, it is a new way of thinking about business processes
and the underlying architecture of the soltware that powers
them. Based on the SOA concepr of Web services, SAP is
developing a repository of enterprise services, the individual
software “building blocks™ of business processes. With
enterprise SOA, companies can recompose and reuse an
application’s individual components to secve new functions,
enabling new processes that generate immediate business
value by helping companies cut costs or create differentiat-
ing business models.




VISION AND ROAD MAP FOR ENTERPRISE SOA

With the launch of SAP NetWeaver in January 2003, we

Jaid our our vision and road map for enterprise SOA. As the
technology platform and enabler of enterprise SOA, SAL
NetWeaver powers all SAI' Business Suite applications. With
the new versions of any of these products, customers gain

a scalable platform te enable business innovation with
enterprise SOA. This is already delivering measurable bene-
fits to our customers:

® Unleashing Innovation
Based on open standards, SAP NecWeaver serves as the
composition platform for hundreds of thousands of soft-
ware developers — from traditional SAP programmers to
developers in the fava and the .NET worlds. With SAP
NerWeaver, we have unleashed the innovative power of a

broad new group of 1alented individuals, consulting firms

and software companies who are joining us in creating
new solutions w address our customers” ever changing
business demands.

Enterprise SOA: Business Benefits for Companies
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» Protecting Investments

By empowering our customers with the SAP NetWeaver
platform, we enable them to approach enterprise SOA
as an evolutiom rather than a revolution. Qur customers
migrate toward enterprise SOA automaiically in the
courst of their own solution road maps — without dis-
FUpLion or Major transition costs.

& Delivering a True Business Process Platform

With the latest version of SAP NetWeaver, the powerful
functionality and repository of 100 enierprise services
available in SAI Business Suite applications and the com-
posite applications, we have created what independent
technology consulting firm Gartner has described as

a “business process platform.” SAP is the first and only
enterprise software provider to reach this importanc
milestone — years ahead of our competition,
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m Creating New Processes to Meet New Business
Challenges
New processes can now he created by recombining exist-
ing applications to meet business challenges that did not
cxist even 10 vears ago. With SAI' xApps composite appli-
cations, that fill in funciional gaps between existing soft-
ware installations, companies can respond to change at
the rapid pace of today's marketplace. By reaching across
multiple solutions, departnients, and organizations, these
compusite applications can be quickly reconfigured to
accommodate new business structures, processes, and
requirements, SAP customers are leveraging these flexibly
deplovable appiications w extend existing software
investments and tackle new problems — from merger and
acquisition, to chemical emissions management, (o new
customs compliance measures.

Composed on the SAP NetWeaver pladform, SAP
XApps composite applications are being developed by
SAP and our ecosystem of pariers to meet the specitic
requirements of customers within diverse indusiries =
helping companies realize the true business vatue of
coterprise SOA and our strategy of co-innovation,

EXTENDING ENTERPRISE SOA WITH A POWERFUL
ECOSYSTEM

The ability to compose new business processes based on
enterprise SOA is creating important new opportunities for
customers, systems integrators, and the more than L0
independent software vendors who have already developed
more than 1,500 pretested and certified “Powered by SAP
NetWeaver” solutions. In 2006, we augmented our partner
ecosystem and the more than 600,000-member strong

SAP Developer Nerwork with collaborative, cross-industry
programs: We launched the Business Process Expert
Community and Enterprise Services Communiry, the first
open communities for business process experts and enter-
prise services — enabling partners and customers to identify
business process gaps and requirements and to define the

way applications are developed and deployed as services to
meet evolving business needs. We established industry value
networks bringing together partners and leading companies
o improve end-tu-end business processes in industries
including banking, retail, and the public sector.

MAKING THE PROMISE OF ENTERPRISE SOA
A REALITY NOW
With SAP NerWeaver, SAP customers and partners are today

already gearing up o reap the business benefits of enterprise

SOA. And once SOA takes hold as the technical standard

for “architecting” software systems, companies that have
embraced our business-driven approach 1o SOA will be even
better positioned to continually tap greater business value
from their IT invesements, rapidly adapt business processes
10 market changes, and quickly enable new, differentiating
business models that boust competitive advantage. With
enterprise SOA, SAP has created the first SOA blueprint that

truly means business.

SAP NETWEAVER FUND

The formarion of the $123 million SAI* NetWeaver Fund in
2006 further expanded the SAP investment toolkit. lts goal
and focus is tw support the ecosystem of independent soft-
ware vendors that build next-generation solutions on the
SAP NetWeaver platform, Among the firms that received
funding in 2006 were ArisGlobal Holdings LLC, a leading
provider of software solutions for the life sciences industry;
intelligent device management solution provider Questra
Corporation; and Visiprise, a maker of integrated manu-
facturing operations solutions. Moving forward, the fund
will continue w sced innovation to support the needs of
cusromers and the marketplace by investing in companies
who build solutions on SAP NetWeaver.
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Innovation — One Industry at a Time

Each industry has its unique business requirements and
processes. That is why SAP has developed more than

25 portfolios of industry-specific solutions. Incorporating
SAP Business Suite applications, these solutions reflect
our deep knowledge and extensive experience in address-
ing the distinctive business needs of each of these
industries. The applications available in these portfolios
are continually updated and enhanced based on industry
demand, as well as the insight and experience gathered
from SAP's close customer relationships across many
industry segments.

Each of our solution portfolios includes buili-in best
practices — powerful tools and processes that ler customers
address the unique trends, deiails, and challenges thac affect
their businesses. SAP Best Practices are based upon more
than three decades of collaboration with our most success-
ful customers and partners. By sharing this knowledge, we
help businesses of all sizes quickly reap the benefies of their
industry svlutions for greater productivicy, lower costs, and
reduced risk.

TAKING CO-INNOVATION TO A NEW LEVEL
We have furthered our industry expertise continuously
through industry-specific advisory councils, working
closely with our customers to identily evolving industry
requirements and opportunitics that guide our soltware
development cfforts. In 2006, we took co-innovation o
new levels in diverse industries from banking, to chemicals,
1o retail, establishing industry value networks thac bring
together SAP, partners, and industry leaders to solve the
maost pressing business challenges through the creation and
continual improvement of end-to-end business processes.
In six industry segments, SAl"s more than 25 industry
solution portfolios are supported by dedicated, experienced
professionals who work exclusively within a single indusery.

Discrete Indusiries

® SAP for Aerospace & Defense

m SAP for Automorive

® SAL for Engineering, Construction & Operarions
m SAP for High Tech

& SAP for Industrial Machinery & Compuonents

Process Industries

& SAP lor Chemicals

o SAI for Mill Products
® SAP for Oil & Gas

a SAI for Mining

Consumer Industries

B SALP for Consumer I'roducts

m SAP for Rerai}

m SAF for Wholesale Distribution
® SAJ for Life Sciences

Service Industries

m SAP {or Media

m SAP for Logistics Service Providers
@ SAT for Postal Services

a SAP for Railways

u SAT for Telecommunication

m SAT for Utiliues

& SAP for 'rofessional Services

Financial Services
® SAP for Banking
m SAF for Insurance

Public Services

m SAI for Healthcare

= SAP for Higher Education & Research
® SAP for Public Sector

® SAI for Defense and Securiry
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SAP Business Suite:

The Competitive Edge of Integration and Innovation

SAP Business Suite is our premiere offering of applications
that power the universal business processes spanning

all industries - from managing enterprise resources, goods
production, and service delivery, to streamlining supply
chain operations, to strengthening customer, partner, and
supplier relationships. Each application within the suite

is world-class in its own right, delivering proven best prac-
tices and industry-specific capabilities.

Together, the applications enable the distinguishing mark of
the world's leading enterprises: end-to-end process integra-
tion across alb business units and global eperations, Powered
by the SAP NetWeaver platform, SAP Business Suite applica-
tions are evolving the way software is designed and deployed
1 fuel ongoing innovation and business growth.

As the foundation for enterprise service-oriented
architecture (enterprise SOA), SAP NetWeaver serves as the
underlying placform supporting applications, information,
and enterprise services — ensuring that mission-critical
business processes are reliable, secure. and scaleable. SAP
NetWeaver offers a stable 1T environment and at the same
time provides flexibility that allows customers to adaps
existing solutions and rapidly compose new solutions to
address changing business requirements.

SAP ERP: FLAGSHIP APPLICATION FOR BUSINESS
INNOVATION

SAP's market-leading enterprisc resource planning (ERF)
software enables collaborative business processes that for
example help companies manage human resources, finances,
and operations, gain visibilicy over enterprise assets, control
costs, and mitigate risks. Building on an unparalleled track
record in the software industey, the Magship application of
SAP Business Suite is evolving into the world's first business
process platform, addressing the needs of midsize compa-
nies and large enterprises to continually adape their organi-
zations, processes and even their business models within
rapidly changing industries and markets. The newest
release, SAP ERF 2005, is charting the course of our product
road map and is being adopted by customers ar a rate out-
pacing any prior ERY release in our history.




Launched in May of 2006, SAP ERP 2005 delivers con-
tinuous innovation through optional, bi-yearly enhance-
ment packages that customers may adopt ar their own
pace, without disrupting day-ro-day operations. Making it
simpler and faster for customers to adopt new product
functionality and industry-specific fearures, we delivered
the first SAP enhancement package for SAP ERT in Septem-
ber 2006. Building on SAP ERP 2005 as the core ERP applica-
tion through 2010, this evolved delivery model shields
customers from the complexity of multiple upgrades and
portends rhe impending inflection pointin the IT sector —
the transition to service-oriented architecture (SOA), a
blueprint thar enables software functions, or “services,” to
be combined quickly and flexibly to perform new business
processes.
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EXTENDING INNOVYATION ACROSS THE ENTIRE
VALUE CHAIN

Fully integrated with the core functionality of SAP ERP,
SAP Business Suite applications allow businesses to connect
processes from end-to-end across their entire value chain,
With SAP Business Suite, customers can create the optimal
composition of applications o run best-practice processes
tailored to and proven in more than 25 distinct industries.

The Value of Enterprise SOA: Customers adopt innovaticn at their pace
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8 SAP CRM: Building Profitable Customer
Relationships for the Long Term

Solidifying our leadership in 2006, we continue to be the
market-leading provider of customer relationship man-
agement (CRM) applications, helping companies acquire
and re1ain customers, gain deep market and customer
insight, and align their organizations on customer-focused
strategics. Moving bevond traditional CRM lunctionaliy,
SAP offers the market’s greatest breadth and depth of
functionality, covering industry-specific processes from
customer service management for high-tech companies,
to multichannel recailing, to social services and social
security in the public sector.

In addition to driving innovation in the way CRM 15
used across diverse industries, we are also revolutionizing
the way CRM software is deployed, With SAP CRM 2006s
("s" for “service-enabled”), we created the industry’s fiest
hybrid on-demandfon-premise CRM offering, enabling
customers 1o quickly deploy on-demand CRM solutions
for their most pressing customer-facing operations while
paving the way for asmooth transition o an in-house
installation and integration with other core enterprise
applications as their business requirenents change.

a SAT SRM: Strategic Source for Competitive Edge

To boust profitability amid increased globalization, com-
petition, and steady or even staggering sales, companies
need reduce the cost of purchased goods and services.
SAP is helping customers transform supplicr relationship
management (SRM) into a strategic tool for gaining
competitive edge. Wich SAP SRM, customers can collab-
orate closely with suppliers and integrate sourcing
processes with applications throughout the enterprise 1o
enhanve transparency and lower costs.

With the acquisition of leading SRM sottware
provider Frictionless Commerce in 2006, vur SRM offer-
ing now includes an on-demand option that allows
companies to quickly leverage targeted funcrionality for
spend analyses, supplier profiling and performance
management, as well as sourcing and contract manage-
ment.




m SAP SCM: Adapuability to Synchronize Supply and
Demand
SAP SCM is helping customers transform wraditional,
lincar supply chains into adaptive supply chain networks
in which communities of business partners intelligently
adapt to changing market conditions and proactively
respond to shorter, less predictable product life cycles.
Our suite application for supply chain management
(SCM) helps companies enhance operational flexibility
across their global enterprises and provide real-time
visibility for customers and suppliers.

SAP SCM is breaking innovative new ground with
sense-and-respond technologies such as radio frequency
identification (RFID) to improve order tracking and
tracing, with comprehensive rransportation management
capabtlities to optimize shipment loading and routing,
and with powerful analytics capabilities to drive informed
decisions throughout the logistics nctwork, The applica-
tion’s tight integration with SAP ERP and SAP CRM help
companies flexibly align supply chain processes with sales
and marketing effors, ensuring thar the right products
make it to the right places at the right times.
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@ SAP PLM: Driving End-to-End Innovation and
Collaboration
Today’s companies must bring producis to market faster
than ever before and manage continual upkeep and
upgrades effectively and profitably, making product life-
cycle management (PLM) the cornersrone of successful
manufacturing operations. SAP LM empowers manufac-
turers with a single source of all product-related infor-
mation necessary for collaborating with business partners
and supporting product lines.

SAP PLM cnables greater strategic and operative
control by monitoring producr and production changes
affecting timelines, costs, and resources. The application
offers powerful analytics to enable informed decisions and
collaborative tools to drive successful projects. It supports
end-to-end processes from design and engineering, new
product development and introduction; to quality and
maintenance management; to compliance with environ-
mental, health, and safety regulations; 1o ongoing service
management.




28 Products and Services: Midmarket Solutions

Solutions for Small Businesses and Midsize Companies:
Driving Innovation and Growth

SAP is the leading provider of business applications for
small businesses and midsize companies. These market
segments account for approximately 65% of SAP’s total
customer base, and are an important part of our plan for
ambitious revenue growth through 2010. Moving forward,
we will sustain our commitment to develop an expanded
portfolic of solutions for small businesses and midsize
companies and a strong, global partner channel. As a
result, SAP has created a new line of business to better
serve this key customer group and to help it achieve its
growth ambitions.

SAP ALL-IN-ONE - SOLUTIONS FOR MIDSIZE
COMPANIES
Developed by SAP and its partners, SAP All-in-One solu-
tions are proven business management offerings with built-
in industry specific best practices for midsize companies —
particularly chose in the upper end of the midmarket. The
solutions can be rapidly deployed and flexibly adapred
to meet unique, frequencly changing business needs with
predictable cose of ownership. This gives midsize companies
the unprecedented ability to enhance their agility as chey
grow. In fact, almost 900 certified SAP partners have built
nearly 350 SAP All-in-One solutions to serve customer's
“microvertical industry” needs based on SAT Best Practices.
We announced the evolution of the SAP All-in-One
solutions in January 2007. The new offerings leverage
the latest version of SAP ERP with enhanced functionality
o meet cthe specific needs of larger midsize companies.
Delivered by partners, these solutions feature intuitive, role-
based navigation wich a simplified user interface lor faster
adoption and enhanced user productivity. They can be
configured with streamlined scenarios to meet changing
business needs, and will include improved reporting and
analytics for business performance insight. Further, the
solutions will include optimized customer relationship
management to drive growth; and accelerators for faster,
more predictable deployment.

SAP also announced plans to introduce a new
solution based on a new business process platform dedicated
to smaller midsize companies. Addressing the additional
requirements of customers in this diverse segment, this new
solution code-named “A15” will provide an adapuable,
ready-1o-use solution which can be deployed on-demand
with predefined business processes; “click-to-adapt” config-
urability, and embedded e-learning and service and suppore,

SAP BUSINESS ONE - APPLICATION FOR SMALL
BUSINESSES
SAP Business One is a business management application
that manages core business processes from accounting and
financials 1o operarions and distribution; administration
and reporting; and customer relationship management
{CRM) —from a single, integrated system. With more than
1,380 business partners, as well as 300 industry- and process-
specific applications and add-ons worldwide, SAP Business
One is helping companies grow, become more {lexible, and
integrate their businesses with customers and suppliers.
One of the largest growth areas in business software
for small businesses worldwide is e-commerce and Web-
based CRM. SAP added this functionality to SAP Business
One with the 2006 acquisition of Praxis Software Soludions,
a leader in Web-based CRM. This will enable SAP customers,
for example, to easily ser up oaline stores or to deploy CRM
software over the Internet.

AFFORDABLE IT INVESTMENTS THROUGH

SAP FINANCING

Because business selutions are a significant investment,
SAP also offers financing for small businesses and midsice
companics in cooperation with Siemens Financial Services
GmbH (SES).
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Solutions to Meet Real-World Business Needs

Oriven by the challenges our customers face today and
the new opportunitias on the horizon, our research focus
areas are reflected in the new products launched in 2006:
We deliverad landmark achisvements with several initia-
tivas designed ta ampower information workers at all levels
of their organizations - professionals from administratars,
to financial analysts, to CEOs who use software and
technology to perform business operations, improve pro-
ductivity, and maintain communications - by helping

them to access information more easily and extract insight
from throughout the enterprise.

® Duet Software
The year 2006 saw the landmark launch of Duet software
for Microsoft Office and SAL, a joint product that enables
employees (o interact quickly and easily with SAP business
processes and data through Microsoft Office applications.
Building on enterprise service-vriented architecture
(enterprisc SOA), Duet forges a strong link between the
back officc and the desktop. Ducr enables information
workers w perform their daily work more efficiendy by
allowing them ro access their organization’s SAP data
through Microsoft desktop productivity tools. The two
companies will release additional business scenarivs in
Duet during 2007, including support for purchasing man-
agement and recruiting.

» Analytical Solutions
In 2006, SAP delivered business intelligence (Bl) and ana-
bytics products that enable unparalleled simplicity and
speed in putting business insight ar the fingertips of deci-
sion makers and information workers. We launched more
than 100 analytic composites — applications that feed
timely and actionable insight to better guide the decisions
and actions of users across all levels of the enterprise,
The software’s incuitive interface enables users to quickly
tap the power of analytics and to easily customize or create
their own analytic "dashboards.” We also collaborated
with Intel to co-develop the SAP NeiWeaver Bl Accelera-
tor, an innovative analytical engine proven to increase
the speed of analyzing critical business information up to
200-times faster than alternative wols. The product effee-
tively resolves the traditional tradeofT becween speed and
flexibility, helping businesses make faster decisions that
increase revenue opportunities and reduce costs.

u Solutions for Governance, Risk, and Compliance
Effective governance, risk, and compliance (GRC) man-
agement requires a tightly integrated solution set on a
single platform to address multiple initiatives. SAP is the
first company to bring alt of this together in a single
business unit and solution portfolio. SAP solutions for
GRC empower our customers to take a holistic approach
to governance and compliance, helping them reduce
risk and cost, and enhance business transparency, pre-
dicuability, control, and performance.
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With the acquisition of Virsa, a leading provider of
compliance solutions, we enriched our existing portfolio
of solutions addressing compliance demands from the
U.S. Sarbanes-Oxley Act e international trade controls
and from vmissions standards to environment, health,
and safery regulations. We also entered into a joint mar-
keting agreement with Cisco Systems in che United States
and Canada tw address GRC business processes and IT
control issues across the encire IT hardware and software
infrastruciure,

SAP CRM On-Demand Solution

[n early 2006, SAP set a new milestone in innovation with
the latest version of SAP customer relationship manage-
ment (CRM)— the industry’s firse CRM solution to offer
both on-demand and on-premise deployment models,
With the SAP CRM on-demand solution optians, compa-
nies gain the flexibility to take advantage of world-class
CRM functionality where and when they need it. They
can quickly empower their customer-facing uperations
with an casy-10-use salution delivered directly via the
[nternet, offered through a subscription-based licensing
model. As business needs evolve, companices can transition
from on-demand to hybrid and on-premise SAP CRM
atany dme, avoiding data loss or interruptions to pro-
Jucrivity.

The initial launch of the SAP CRM on-demand
solution included an on-demand sales function to help
companies manage their customers, contacts, and sales
pipelines. Additional on-demand function were rolled out
at regular intervals throughout the year: a marketing on-
demand function to help segment and target customers
more effectively as well as vrack and pursue promising
leads; and a service on-demand function to support serv-
ice managers in answering customer requests, adhering to
service level agreements and improving customer
satisfaction and loyaley.




SAP Services:

Maximize Customer Success

SAP Services help customers to maximize their success
through a combination of SAP experts, methodologies, tools,
and certified partners - plus a comprehensive portfolic

of service offerings. These offerings help our customers to
driva innovation, spanning all phases of the solution life
cycle. As a result, our customers can align their IT and
business strategies, get their software up and running fast
at the lowest possible tota! cost of ownership {TCO), and
keep it operating smoothly, even at peak levels - ensuring
that IT is a driver for innovation and supports the business
goals.

SAP Services delivers knowledge, tools, and services

throughout every stage of the software lile cycle:

a Planning: SAP enables IT-powered business innovation by
designing (lexible and future-proof solution landscapes
that leverage enterprise SOA.

® Building: SAP ensures project success by acrively mitigat-
ing risks and providing the expertise 1o ensure that the
solution gocs live —on time and on budget —and meets
business needs.

® Running: SAP enables IT excellence by helping our
customers to run and incrementallv improve the total
cost and value of their solution. SAP provides end-to-end
solution support.

SAP Services continuously enhances its array of
seevices by productizing the seevices and experience from
the more than 17,000 employees who provide services
to more than 38,000 customers. For maximum reach, the
resulting methodologies, best practices, and content are
made available to all customers and pareners through the
SAP Solution Manager ool

Products and Services: SAP Services

SAP Global Support Canters

B Sho Lespoldo/Sho Paulo, Brazil
Dalian/Shanghal, China
Vienna, Austria/Budapsst, Hungary
Bangalore/Gurgaon, India
Dubtin. treland
Kuala Lumpur, Maleysia
Madrid, Spain
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SERVICE DELIVERY ORGANIZATIONS

m SAP Active Global Support: Round-the-clock support
provides customers with peace of mind for their SAP
solutions. Next to enabling IT investment protecrion and
planning reliability, SAP offers a range of support optivns
and premium maintenance services,

# SAP Consulting: I'rovides all the advice and assistance
customers need o reap maximum business benefits from
their SAP solutions, including extensive hands-on experi-
ence, proven methodologies, and best practices.

# SAP Custom Development: Gives our customers direct
access o SAP experts who can help develop custom
enhancements to SAP solutions based on unique cus-
tumer requirements,

@ SAP Education: Ensures faster implementation wich
accompanying reduced costs, helping organizations o
achieve operational exceilence and growth accompanicd
by faster adoption of new or updated business processes.

m SAP Managed Services: Operates, manages, and main-
tains SAP solutions, Customers benefit from the power
and funcrionality of hosted SAF solutions with minimal
risk and lower TCQ.

a SAP Business Process Qutsourcing: Provides enabling
sulutions and services 1o business process outsourcing
(BPO) providers puwered by SAP —tightly aligned with
BPO objectives — so that they can deliver industry-leading
services that meet customer strategic BPO goals.

8 SME & Partreer Services: Enables our partners with
knowledge transfer, proactive technical advice, rechnieal
services, and integration and certification services focusing
on the small businesses and midsize companies segment,

® SAP Ramp-Up: Provides a standardized process for intro-
ducing alt SAP products to the market, helping customers
achieve rapid business value and enahles customers o
profit from new SAP solutions first — before they gointo
mass shipment,

FACTS ABQUT SAP SERVICES:

® We support more than 38,000 customers, with over
121,000 installations in more than 120 countries and
31 languages

® Complete support coverage of all industrics, solutions,
and life-cycle phases

m 6 Global Support Centers

® Local presence in over Sl countries

w77 training centers

» More than 6,000 employees in service and support

& 11,000 SAP consutting and educarion employees

& Over 200,000 trained partner employees

© More than 21,000 partaer consultants certificd

9 custom development centers in Eurape, Asia, and the
Americas

& Mure than 30 years’ experience

@ Genuine 24/7 support
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Investment in Cutting—Edge Innovation

In 2006, SAP invested €1.3 billion in developing the tools
and technologies of tomarrow to enable rapid response

to change, opportunities, and threats with flexible business
processas and adaptive business models. SAP’s global
research and development network - consisting of SAP
Research Centers and SAP Labs - pigneers innovative
prejects throughout the world, while SAP invests in compa-
nies that are building new solutions on the SAP NetWeaver
platform that add greater value to the business of our
customers. And within SAP, we work to realize promising
new internal ideas with exceptional business value.

GLOBAL DEVELOPMENT ORGANIZATION

SAPs global development approach focuses on distributing
development - the activities of creating and updating our
software —across the world in straregically imporcant
markets. A global netwark of SAP Labs spanning Bulgaria,
Canada, China, Germany, France, Hungary, India, Israel,
and che United States, enables SAP to operate locally, yer
organize globally - affording che company a significant and
sustainable competitive advantage.

Supplying SAP with a development ralent pool rich
in cultural and technical diversity, the global network pro-
vides intelligent and efficient resource deployment (ur SAP.

The global SAP Labs network redefines the business
mudel for how enterprise software is developed. The Labs
development environment is focused on accelerating inno-
vation and improving producuvity, Itis flexible and agile,
enabling us to react swiftly 10 changing customer and
market requirements. Addidonally, the distributed develop-
ment presence through the network of SAP Labs provides
local engagement with our ccosystem of partners driving
co-innovation of new products and services —accelerating
adoption of the SAP NetWeaver platform,

SYSTEMATIC THOUGHT LEADERSHIP FOR
INNOVATIVE BUSINESS

SAP Research is the global 1echnology research unit of SAP.
Acting as SAP's “IT wrend scouts,” a highly skilled global
ceam in 11 research centers worldwide explores opportunitics
that have not yet been developed into products. Together
with partners, customers, leading universities, and SATP
produce and technology development, our researchers
develop promising ideas into prototypes and pilot solutions
for maximum customer value. Special lighthouse projects
involve customers in highly innovative research projects at
an early stage.

In its exploration of currend trends, SAI Research
focuses its acvivities on a dozen research Gelds, touching
upon different aspects of technological, socictal, and busi-
ness change,

The Global Research and Development Network of SAP
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Interoperability was one of the main wopics in 2006:
SAP Research was involved in the development and launch
of the Enterprise Interoperability Centre (EIC), a European
collaborarive research project, and continues o work
with the center and its renowned project pariners including
IBM, International Alliance for Interoperability, and the
University of St. Gallen in Switzerland.

Other important onguing projects and acrivities
inctude the launch of the Enterprise Services Communiry
for SensorNets, bringing together industry leaders such as
IBM, [ntel, Sun Microsystems, Siemens, and ABB, as well
as promising start-up companicy, I a project funded by the
European Union, SAP Research is helping determine how
radio frequency identification (RFII}) and sensor technolo-
gies can help w manage chemical inventory and reinforce
business safcty rules. The diverse research activities are also
locking into new business moudels, such as an “Interner of
services,” which are opening up the opparrunity to create
and drive a new “service industey™ for producing, changing,
adapting. resclling, and operating services,

SAP INSPIRE

Anintegral component of the search for innovarion

comes from vur internal employee program SAP Inspire,
which leverages the creative entrepreneurial talent of our
employees by managing and nurturing the innovation
process from idea o product. Under the teadership of

SAP Inspire, for example, a group of researchers has devel-
oped a prototype software solution that can quickly identify
and alert companies ol intellectual property infringement
and product counterfeiting on the black or “gray”™ market —
a product of tremendous potendial across diverse industrivs
from media to pharmaceuticals.

SAP VENTURES

Since 1996, SAP Ventures has invested in companies that
offer exciting new technologies and applications. SAP
Ventures operates independently from our everall strategy
in discovering and pursuing upportunities for financial
return. At the samie time, the organization brings substan-
tial benefit to its porfolio companies and SAP by facilitating
interaction herween innovative young companies and the
SAL ecosystem. Examples of investnrents from 2006 include
MySQL, Inc.; Sonova System, Inc.; Reva Systems; Virtual
tron Software, Inc.; Vendave, Metallect Corporation; and
DACOS Software GmbH.
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Creating an Environment for Excellence

SAP seeks out the most talented individuals in the world

to help create value and foster innovation for the benefit of
our customers. Our more than 39,300 employses work in
an environment that encourages the open, free expression
of innovative ideas. In 2006 alone. SAP attracted more than
300,000 employment applications worldwide. The Great
Place to Work Institute not only named SAP once again as
Germany's best employer, but also recognized SAP Mexico,
SAP Chile, and SAP Andean and Caribbean.

COMMITTED EMPLOQYEES

To help our customers become best-run businesses, we put
them at the very center of everything we do, This is why
SAP employees receive oppertuninies throughoue the year
1o learn together with customers and parmers; build new
networks; and share informaton. SAP Techlid, our annual
educational event, ofiers instructor-led, hands-on work-
shops and lecture sessions. And SAPPHIRE, our signarure
annual business and technical conterence, gives employees
the opportunity 1w find out how SAP solutions can acceler-
ate business innovation and fuel profiable growth for
companies of all sizes, either firsi-hand on-site, or from the
comprehensive coverage provided internally.

RICH DIVERSITY AND CULTURAL WEALTH

Great ideas Mourish in open, healthy environments. This
is why we embrace a diverse workforce — representing 100
nationalities worldwide —and a corporace structure that
nurrures innovative new ideas. We believe that diversity
truly contributes to our innovative strength and allows us
to better meer and understand the necds of customers.
SAL actively promotes diversity in culture, race ethnicicy,
gender, nationality, religion, age, disability, marital status,
educarion, sexual orientation, opinion, and beliel. And our
Global Diversity Office promotes our diversicy policy to
ensure campliance — and to create a work environment in
which each individual’s contributions are recognized.

In 2006, for example, intercultural training sessions were
conducted for more than 2,600 managers who lead global
teans, Additonally, several gender workshops were con-
ducted for male and female employees 1o learn, understand,
and assess the differences bevween cach other. Almost 90%

of female and male attendees were enthusiastic about the
workshops,

FLEXIBLE WORK ENVIRONMENTS

SAP is committed o retaining wop talent, and offers
employees a flexible, rewarding working environment. Each
individual comes to SAP with different goals, dreams, and
ASPIrations — SOMe Lo PUFSUC 3 Career in management,
others a functional carcer path. We strive 1o make bath pos-
sible, and 1o allow individuals to realize their full potential,
Through a well-organized performance and talent manage-
ment process, employees are encouraged to develop careers
as subject-matter experts, project specialists, or people
managers. Additional programs have also been created 1o
help employees find a particular niche within SAP,

RECOGNITION FOR A JOB WELL DONE

A highly morivated workforce helps SAP to make better
products = and ultimately o satisfy our customers, Todo
so, we maintain a highly motivated workforce in every area
of our business. High-performing emplovees are eligible

far a number of reward and incentive programs, from vari-
able, performance-related compensation, stock uptions, and
award programs to other monetary and non-monetary
recognition.
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PASSION AND ENTHUSIASM FOR OUR COMPANY

More than our company’s business results or products, it

is the employees who define SAP and who give us our com-

petitive edge. Our employees’ commitment and ongoing

innovative contributions make our company what itis

today — the world’s leading provider of business software.
The results of our globa! Employee Survey 2006 con-

firm the passion and commitment of our employees:

8 91% of SAP employces worldwide believe in SAF's products

and services

® 9% believe strongly in SAP’s goals and objectives

& 36% of employees worldwide are proud to work for SAP

m 79% recommend SAP as a great place to work

AN ATTRACTIVE EMPLOYER
Not only does the great number of applications for posi-
tions we received in 2006 indicate that SAP is an artractive
employer, bue also external awards support this statement,
SAD received the highest award ranking for fairness
from the Great Place to Work Institute, and was named one
of the 100 best employers in Europe in the 2006 Best Work-
places in Europe awards. And for the second year in a
row, Capitsl magazine in 2006 awarded SAP Germany's best
employer in the category of companies with more than
5,000 employees. On an international level, we achieved
third place in the computer software category in FORTUNE's
annual ranking of America’s most admired companies. In
addition, SAP Mexico, SAP Chile, and SAP Andean and
Caribbean were not only named best places to work, bur
were placed in the wop 10 for their respective regions in 2006.
This is the fourth consecutive year for all three subsidiaries
to be ranked by the Great Place 1o Work Institute.

DEUTSCHLANDS
BESTE

ARBEITGEBER

2006

RECRUITING EXTRAORDINARY PEOPLE

To achieve extraordinary innovation, SAP actively recruits
extraordinary people. From the company's founding, we
have set out ro create the kind of corporate culture that
gives cmployees a great amount of personal freedom. Our
success has been predicated on the work of dedicated men
and women who were not afraid wo take inthative, and
who did nor hesitate ro take responsibility for achieving
their individual goals for the good of the company — from
enhancing skills to developing their own career. SAP asks
a great deal of its employees, and it gives much in return —
including excepttonal benefits and access 1o superior
knowledge, tools, and resources,

PROMOTING INFORMATION FLOW

At SAP, we have eliminared interpal barriers to informartion
access 1o ensure a {ree flow of fresh ideas, opinions, and
perspectives at all times, Information is available to our
employees through a vaniety of channels, including our
worldwide open-door policy; SAP TV, our corporate tele-
vision network; SAI"s online news channels, the corporate
intranet; and frequent e-mails from the Executive Board.
Regular town-hall meetings are also held for employees.
In small group breakfast sessions, employecs can also meet
face-to-face with our executives for first-hand informartion
exchanges on our business strategy and objecuives. By lully
understanding our company’s strategy and living the
company’s values, SAP employees are able ro channel their
expertise and make innovative, sustainable, and valuable
contributions.
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Maximizing Customer Benefits Through Co-Innovartion

With the most extensive global ecosystem of partners

in the software industry, SAP is pursuing a strategy of co-
innovation that exponentially multiplies the breadth and
depth of products and services driving business success
for our worldwide customer base. Unified under the

SAP PartnerEdge program, our partner activities strive for
win-win situations: tapping important sources of strength
for SAP while boosting the effarts of our partners who
resell SAP software, build complementary products, or
provide services to our customers.

Our unparalleled efforts to empower the ecosystern are
having a profound, positive impact on customers and part-
ners alike. We enable our strategy of co-innovarion by
offering partners the knowledge resources and software
development rools they need to succeed, underlined by a
dedicated organizational infrastructure that promotes
opportunity and maximizes their ability to innovare, And
we empower our customers to participare actively in collab-
oracive communities that are addressing today’s most
pressing industry challenges while defining and orchestrat-
ing the business processes and underlying software that
will differentiate tomorrow's industry leaders.

While addressing distinct requirements across more
than 23 industries and their countless “microvertical” sub-
sectors, the strategy is fueling growth for SAP and its eco-
system and boosting the rapidly growing numbers of new
partner solutions and services. More than 2,280 SAP channcl
pariners addressing the unique demands of nearly 20,250
small businesses and midsize companies; or the more than
1,500 partner solutions developed on the SAI' NetWeaver
platform by more than 1,000 independent software vendors
{ISVs) worldwide. These partners and solutions extend the
value of SAP applications for our customers, argeting
unique customer needs and induscry requirerments that no
single software vendor could possibly provide on its own,

DELIVERING INNOVATION ACROSS ALL ASPECTS
OF SOFTWARE AND SERVICES

Comprising companies of all sizes — from regionally
operating software vendors to global hardware and services
partners — the SAP ccosystem comprises three key types of
partners:

® Partners that complement SAP solutions: Independent
software vendors and systems integrators, who build
solutions based on SAP technology, adding valuable
industry expertise and local market knowledge; and
technology partners, who offer a wide range of products
including hardware, operating systems, networks, data-
bases and storage technology.

8 Partners that sell SAP solutions: Value-added resellers
and distributors, original equipment manufacturers, and
other distribution channel partners extend our market
reach and help meet customers® specific business
ubjectives across a broad range of industries and micro-
verticals.

m Partners that provide services: System integrators,
business process vutsourcing providers, hosting, and edu-
catian partners help ensure thatinnovation is delivered in
the way customers need it, enabling them to gain faster
return on investment and time to market.
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EMPOWERING PARTNERS WITH RESOURCES, TOOLS,
AND NEW MARKET OPPORTUNITIES

SAP helps partners wark closely widch our industry and
application teams; understand our existing and planned
product portfolio; and identify untapped opportunicies for
new solutions. This tighe collaboration also facilitates
stronger working relationships with SAIMs account reams
and with our customer hase. Through SAP ParinerEdge, we
are unitying our partner activities into a single, powerful
program for partners. The program also offers training,
marketing and sales resources to help partners deliver long-
term satisfaction to our customers,

COLLABORATIVE COMMUNITIES BRING TOGETHER
SAP, PARTNERS, AND CUSTOMERS

In addition to benefiting from the co-innovations of SAP
and its partners, our customers are active participants in the
SAL ecosystem as we work together o innovare business
processes relevane o industry-specific needs. Comprising
companics of diverse industries as well as partners, business
and IT leaders, and software developers, our community
programs provide forums where customers, partners, and
SAP can interact and co-innovate. These communities
include:

® Business Process Expert Community: The first open
community for business process experts enables some
60,000 customers and partners in similar job roles and
industries 1o co-innovate, access resources, and share best
practices on leveraging enterprise SOA as a blueprint ro
increase business process agility.

8 Enterprise Services Community: Helping drive con-
tinuing adoption of enterprise SOA, this cross-industry
progeam enables partners and customers define the way
applications are devetoped and deployed as “enterprise
services,” Through this forum, SAP is facilitating impor-
tant dialogue and cooperation, and enabling companies
o share best practices that address key business chal-
lenges.

» [ndustry Value Networks: Established for diverse indus-
trics from banking, to chemicals, to retail, these necworks
bring wgether SAT, partners, and industry leaders 1o solve
the most pressing business challenges through the cre-
ation and continual improvement of end-to-end business
processes.

m SAP Developer Network: With more chan 600,000 sub-
scribed members, this developer network is the central
resource for developers, consultants, IT architects, and
technology experts within the SAP ccosystem 1o collabo-
rate, share ideas, and create solutions on the SAP
NetWeaver plaform and o contribute w the pool of
shared knowledge among customers, partners, ISVs,
and system integrators,
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Open and Transparent Communication

In 2006, what interested investors most at our numerous
avents and in one-on-one discussions was the strategic
implications of entarprise service-oriented architecture
and what it will mean for our continued success. Many
investors were also interested to learn about our global
marketing strategy, Duet software, our position in the
midmarket, and the extension of our product portfolio for
small enterprises and midsize companies.

HIGH SPIRITS ON THE STOCK EXCHANGES

In 2006, a supportive economic environment had a notice-
able beneficial effect on the financial markets, especially in
the second half of the year when stocks advaneed as oil and
commudity prices rerreated. The Dow Jones Indusirial
Average climbed 16% during the year and on December 27,
2005, touched an all-time high of 12,511. The EURO STOXX
50, an index of 50 blue-chip stocks in the European currency
union area, was similarly buoyant, moving ahead 15%. In
mid-December, the DAX in Germany passed the 6,500
threshold and reached its highest level since February 2001,
By the end of 2006 it stood ar 6,597, a 22% gain for the year.
The least vigorous of the major stock market indexes was
the Nikkei in Japan, which advanced only 6.9% for the year.
The Goldman Sachs Technology Index (GSTT) Software
Index gained a lirdle less than 7% in 2006.

SAP STOCK GAINS 5.1%

At the beginning of 2006, SAP stock not only benefited from
the upbeat mood on the stock exchanges but also outper-
formed the market based on good company news. Thus,
between the end of 2005 and early April 2006 the share price
climbed more than 20% to over €187, clearly oudflanking the
DAX. In the spring of 2006, however, progress on the stock
markets was adverscly impacted by various factors chat
rogether bore heavily on stack prices: tenston berween the

United Staces and Iran, fears that the European Ceniral
Bank would tighten interest rates, and worries about
infation as commaodity prices surged. By mid-June healthy
quarterly figures and high dividends had restored calm to
the market.

SAF stock did not escape unscathed: By June 14,5t
had retreated 1o €154, Software license revenue in the
second quarter was below market expectations, leaving the
stock Floundering in July. Atits 2006 low point, the SAP
stock stood atapproximately €138. It was not uniil stocks
revived again generally in August 2006 that our own shares
picked up.

In the second half of the year, SAI" stock rrailed
behind the DAX. The DAX advanced 16% during the period
August through December, and our siock achieved a
creditable 12% gain, As a result, SAP stock rose 5.1% for the
year 1o end a1 £40.26 (equivalent to €161.04 without the
subscribed capital increase). Our market capitalization had
grown to £51.0 billion by the end of 2006.

Koy Facls About SAP Stock and SAP ADRs

Listings
Germany Berlin-Bramen. Frankfurt, Stuttgart
USA (ADRs) New York Stock Exchange
D% and ticker symbols
WIKN/ISIN 716460/ DEQVOT 164600
NYSE |ADRg) 803054204 (CUSIP}
Rguters SAPG.F or .DE
Bloombery SAP GR
Quotron SAGR.EU.
Indexes in % Waight on Daec. 31, 2006
DAY, 30 5.19
Prime All Share 4.5
Dow Jones STOXX 50° 1.07

Dow Jonas EURD STOXX 50 1.83
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DIVIDEND EXPECTED TO RISE AGAIN

At the Annual General Meeting of Shareholders, the Super-
visory Board and Excecutive Board will propose a dividend
for the 2006 fiscal vear of €046 per share, an increase of 27%
compared to the 2005 dividend or €0.10 per share. The

1otal dividend paid would be approximately €560 million.
The dividend payout rativ. which is the total distributed
dividend as a percentage of net income, is once again in line
with our wargeted payout ratio of 30%,

STRONG EURO HELPS SAP ADR

The strength of the curo against the U.S, dollar amplified
the gains made by the SAP American Depositary Receipt
(ADR) an the New York Stock Exchange. Based ona
USS44.72 closing price on December 30, 2008, the SAP ADR
outperformed the Dow Jones Industrial Average, gaining
18.7% to reach USS$33.1tby the end of 2006. Currently, one
SAP ADR is equivalent to one SAP ordinary share.

COMMON STOCK INCREASE QUADRUPLES NUMBER
OF SHARES

SAP had appeared to be the “most expensive” stock in the
DAX index of German blue chips because the price per
share was highest. To reduce the price and make the stock
more attractive for individual shareholders, shareholders ar
the May 9, 2006, Annual General Meeting of Sharcholders
were invited to increase SAP’s subscribed capital. To achieve
this, we converted some corporate funds to common stock.
For each share they already held, investors received three
additional (or “bonus") shares. Total shareholders’ equity
and individual shareholders’ percentage of the equity were
unalfected by the measure, which was implemented in the
night from December 20 to December 21, 2006, As a result
of the increase in common stock, one SAI" ADR is equiva-
lent to one SAP ordinary share.

BUY-BACK INITIATIVE CONTINUES

In the course of 2006, we bought back 28.05 million shares
for treasury at an average price of €40.97 (tonal cost

€1,149 million). For more information, refer to the Notes w
Consolidated Financial Statements section of this annual
report.

Return on SAP Stock (Ordinary Shares) WKN 716460/iSIN DE0007 164600

Initia} investment €10,000

Date of investment Dec. 31, 1996 Dec. 21, 2001 Dec. 31. 2005
Period of investment 10 years 5 years 1 year
€ valus 2! close of 2006" a7.484 11,389 10.602
Average annual return in % (L5} 2.8 8.0
Performance comparatars in %
DAX 30 Performance - Total Return tndex [-R3 5.0 2.0
REX General Bond - Tota! Return Index 5.2 48 0.3
S&P 500 Composite - Total Return index 6.2 -36 1.6
GSTI Software Index - Price Index 4.4 -1.4 -0.8

Y Agsuming ol dracends wers rervasied,
Seyrea Datasirasm




FREE FLOAT INCREASES AGAIN

The propurtion of our shares in free float increased again
in 2006. By December 18, 2006, the free fluat (as defined by
Deutsche Borse, the organization thar operates the Frank-
furt S1ock Exchange), which also includes treasury swock,
had reached 69.8% of the common stock. Only 30.2% (2003
32.2%) was still under the control of the three founders and
their trusts and holding companies. U.S, insticutions and
individuals rentained the next fargest group of sharcholders,
with 25.2% of the free float, followed by continental Euro-
pean institutions (excluding Germany) and the German
institutions with 16.8% each. Institutions in the British Isles
held 119% of the free float by the end of the year, and
institutions in che rest of the world 2.2%. The balance of
21.5% was held by individuals or unidentitied persons.

EMPLOYEES PROFIT FROM SUCCESS

As in previous vears, our employees and managers profited
fram vur business success, For more information on SAP's
various stock award programs, refer 1w the section titled
Notes 1o Consolidated Financial Statemens.

Return on SAP ADRs 803054204 (CUSIP)

Initig investment US$10,000
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IMPROVED COMMUNICATION WITH INVESTORS

We set oursclves the highest objectives for transparency

and openness in our continuous dialogue with our share-
holders. Through more than 400 one-on-one discussions
held at SAL, during investor road shows worldwide, and at
investor events, we answered institutional investors’ and
analysts’ inquiries about our business. We also held regular
telephone conferences and analyst meetings for quarterly
results, Investor presentations at the SAPPHIRE conferences
in Orlande and Paris, as well as an SAP Investor Day in

Las Vegas, were other clements of our communication with
the financial markets. The focuses of these events included
service-oriented architecture, our global distribution and
partner strategy, the Duet solution — which we developed in
collaboration with Microsolt — and the midmarker as well
as Business Intelligence and our solutions for governance,
risk, and comphance,

Date of investment Dec. 31, 2001 Dac. 31, 2005
Period of investment 5 years 1 yeor
USS valus ot close of 20081 17,072 11,858
Averags annual return in % 1.3 18.6
Perlormance comparators in %

SaP 500 Composite - Total Return Index 4.3 12.8

9 Agsuring s dwdends ware remvested,
Source Detssirgam
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IMPROVED SERVICE FOR INDIVIDUAL INVESTORS

We believe all of our investors are entitled to the same infor-
mation, so atl key evenis ar which members of our Executive
Board present to financial analysts and institutions are
broadcast live on the Internet, and we post the presentation
materials on our site. We are also continuously adding ro
the wealth of informacon about our company and the stock
on our Website.

The quarterly SAP INVESTOR magazine is ane of the
cornerstones of SAP's service for individual investors. Others
are the monthly e-mail newsleteer, the shareholder hotline,
and the ¢-mail conract at investor@sap.com. ln 2006, our
investor relations team presented information at stock
exchanges and sharcholder conventions in the United States
and Germany. In the United Srates, SAP actively participated
in several Becter Investing conventions run by the National
Assaciation of Investors Corparation and in Money Show
events. We also spoke with more financial advisors from
financial service providers of all sizes and held quarcerly
“squawk box" telephone conferences for individual
invesgars,

Cash Earnings According to DVFA/SGY

INTERNATIONAL ACCLAIM FOR INVESTOR

RELATIONS WORK

As in previous years, our investor relations wark won praise

from many quarters in 2006:

a For the tenth time, the German financial magazine Capital
awarded us its IR prize. In the EURO STOXX category, we
won first place with the most points ever awarded.

0 A survey by the Institutional Investor magazine showed that
both buy-side and sell-side analysts vated us the number-
onc rankings among European software companies for
the Best Investor Relations, Best CEQ, and Best CFO.

o We attained second place for best Investor Relations by a
continental European company in the U.S. market at
IR Maguzine's annual IR Awards event,

o In additon, we earned TR Magazine's accolade for che best
use of virreal conferencing among all continental Euro-
pean companies, given in recognition of our policy of
broadeasting all of our investor events oo the Interner,

o For the first time ever in the Thomson Extel survey, we
were placed top among all European companies for our
financial communications.

o We were the top DAX 30 company in the race for the
“Beste Investor Relations Deutschland™ (BIRD)Y award,
organized for the first time by Thomson Extel and DIRK,
the German Investor Relations Association.

2008 2005
€ million € million
Net income before minarity interest 1871.4 1,496.4
Minority interest 1.8 29
Net income 1,873.2 1.499.3
Depreciation and amortization 218.8 2201
Write-ups -4.2 - 3.1
Chonge in reserves ond sccrued liabilities 53.8 45,6
Change in deferred taxes -2 16.1
Other material non-cash expensas and income - 448 5.1
Cash earnings accerding to DVFA/SGY 2,094.7 1,783.1
Cash earnings par share sccarding to DVFA/SG" in € 1.85 1.41
1 Gurrapn Axsocastion of Fnencial Anelysts snd b [+ {DVFA) and bech Socity lor Buw 2 (SG} methad
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Innovative Solutions for Society

The field of corporate social responsibility (CSR) has come
into sharper focus in recent years as the corporate sector
is called upon to harness market forces towards achieving
a more optimal balance between social, economic, and
environmental dimensions. Given SAP’s unique capability
to apply IT for more effective resource management, it is
unsurprising that society should look to us for innovative
contributions promoting global sustainability. Expectations
come not least from our present and parspective employ-
oaes, who see CSR as an essential corporate value in the
workplace,

SUPPORTING TECHNOLOGY EDUCATION FOR
FUTURE INNOVATION

The SAP University Alliances program continues o be the
cornerstone of our corporate citizenship program, reaching
more than 100,000 students in over 680 educational instieu-
tions worldwide. The program enables students and educa-
tors to benefit from the latest SAP NetWeaver rechnology
towards a deeper understanding of business resource plan-
ning and process design. The program is delivered through
regional university competency centers worldwide which
provide comprehensive support including faculty training,
workshops, curriculum support and application help desks,
In the short run, students benefit fror an enriched learning
experience and a carcer advantage. More imporiandly, in
the longer run, SAP contributes o society by supporring
technology education for future innovation to fuel the
global economy of tomorrow,

CULTIVATE THE iNNOVATIVE SPIRIT OF CHILDBEN
SAP’s commitment to being a responsible company is
mirrared by our employees’ dedicated community involve-
ment. Throughout the world, colleagues engage as mentors
for young people participating in the FIRST LEGO League.
Through this hands-on robotics competition, the partici-
pants discover and develop their enthusiasm for science and
technology as well as their creativicy. In 2006, 87 SAP teams
from 23 different countries participated, with 170 SAP
employees supporting 700 children and teenagers in this
year's challenge, “Nano Quest — exploring existing sciences
at the molecular level.” Among the teams was also a
German and Polish virtual team, which met for the firsc
time during the regional competition at SAP headquarters
in Walldorf, Germany.

ACTIVE INVOLVEMENT IN COMMUNITIES AROUND

THE WORLD

Through activitivs such as the FIRST LEGO League, col-

leagues throughout the globe help strengthen dheir

communitics and facilitate che transfer of knowledge in a

highly effective manner to all regions of the world. Our

community engagement is also manifested in other ways:

o SAP Americas held the first month of community service
that spanned Canada, the United Srates, and Latin America.
2,826 employees from 35 cities in five different countries
donated a total of 15,000 hours — nearly five work years —
in less than one month. Activities ranged from building
houses in Dallas and Atlanta, to constructing playgrounds
in Philadelphia and Chicago, 1o creating more than
1,000 science kits and educadonal board games for Bay
Area students,

o In Germany, SAP initiated its first service day: Altogether,
the 160 SAP employees spent 1,120 hours of community
service at 13 locations in the region in activities including
renovating children's daycare centers in Mannheim, re-
building an adventure playground in Ludwigshafen and
renovating rooms in Heidelberg for a community where
disabled and non-disabled people live together.
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TRANSPARENCY AND SUSTAINABILITY

Spanning the globe and reaching into the locat communi-
ties, all these activities reflect the business approach of
SAP: Global collaboration and the transfer of best business
practices will drive change — also among socicty. But as
companics strive 1o improve business processes and stay
ahead in an accelerated glohal cconomy, they must not
lose sight of good governance. This beliel is firmly embed-
ded in our business practices, as manifested by continuing
recognition from the investment comimunity: SAP is proud
to again be part of the FTSE4Good and the Dow Jones
Sustainability Index. It is also manifested in our products:
With SAP soludons for governance, visk, and compliance
(GRC), we enable our customers to make GRC anintegral
part of their business and I'T siraregies. In addition 1o using
the software in support of our own transparency and
compliance etforts, our commitment to GRC is underlined
by a dedicated SAP business unit,

HUMANITARIAN AID

In vur corporate citizenship activitivs, we continually seek
the exchange of best practices and ideas: SAP is signatory 1o
the UN Global Compact, a member of CSR think-tank
“econsense” and the International Business Leaders Forum
(IBLF). But perhaps the best way to understand some of
the warld's most intractable problems is through direct

FTSE4Good

experience. In late 2006, a senior delegation from SAP visited
several World Food Programmic operations in Ethiopia 1o
undersiand how SAI's corporate citizenship program can
best help the work of one the world'’s most distinguished
humanirtarian aid organizartions. In 2007, SAP will launch a
number of CSR initiatives to support the work of the

World Food Programme.

CO-INNOVATION LEADS TO SUCCESS

To achieve progress, SAP believes the best approach is 1o co-
innovate solutions with ather concerned stakeholders just
as the company does everyday as a matter of business. For
example, the Extractive Industries Transparency Initiative
(EFTH) is an innovative, collaborative governance mode!
undertaken berween governments, industry, and civil society,
cach sharing a goal to improve revenue transparency amd
thereby alleviate poverty in natural-resource-dependent
economies. In answer to the appeal of the G8 Summitin
Gleneagles, Scorland — which called for more wechnical
assistance, particularly for countrics implcmeming EIT! in
Africa — SAP's GRC business unit together with German
government agency GTZ has offered its help in casing the
wechnical burdens of implementation.

Dow Jones
( Sustainability Indexes
Member 2006/07
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SAP’s Corporate Governance Report as Required by
the German Corporate Governance Code, Section 3.10

Recognizing the need to practice corporate governance

in its day-to-day business operations, SAP led the way in
Germany by publishing its own Principles of Corporate
Governance in 2001 even before the German Corporats
Governance Code entered force. The Principles are based
not just on national standards but also on internationally
accepted regulations for transparent, responsible manage-
ment. This report on corporate governance at SAP in 2006,
prepared by the SAP Executive and Supervisory Boards, is
a requirament of the German Corporate Governange Code
(*Code"), section 3.10.

Corporate governance brings together all international

and national values and principles for good and responsible
management that apply to a company's executive and
supcrvisory bodies as well as its employees. However, corpo-
rate governance should not be seen as a rigid system of rules
and regulations but rather as an ongoing process in which
values and principles constantly evolve in line with current
requirements.

CORPORATE GOVERNANCE AT SAP

Ever since their first publication, SAP has continuously up-
dated its Principles of Corpurate Governance (“Principles™)
in the light of changing national and international stan-
dards, to the extent they apply to SAP. We revised our Princi-
ples again in 2006 1o reflect the changes to the Code that
were introduced in June 2006. Moreover, SAI’ complies with
further provisions that are relevant 1o it as 2 German
company listed on the New York Stock Exchange (NYSE).
These include the Corporate Governance Standards of the
NYSE and the U.S. Sarbanes-Oxley Act.

AMENDMENTS TO SAP'S PRINCIPLES OF
CCRPORATE GOVERNANCE [N 2006

In October 2006, SAP amended its Principles as a result of
changes to the Code. We incorporated all of the Code's new
recommendations and an additional suggestion into the
Principles.

RECOMMENDATIONS

The recommendations added to the Code in 2006 chiefly
cover the publication of legally required details of executive
board members’ compensation in a compensation report,
the related content of the compensarion report, and the
publication of details of the compensation and benefits
granted to supervisory board members. We began comply-
ing with these requirements in our reports lor fiscal year
2005. In this annual reparr, the compensation report again
forms part of the corporate governance report. [n its Princi-
ples, SAP has included the recommendations in the Code,
sections 4.2.5 and 5.4.7 (3), concerning the type and scope
of details published about executive and supervisory board
members’ compensation. As it has previcusly, this year's
compensation report therefore provides all derails about
compensation required by commercial law as well as all
details of SAP Executive and Supervisory Board members'
compensation as recommended by the new version of the
Code.
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SUGGESTIONS

We welcome the suggestion in the Code, section 2.2.4, intro-

duced in June 2006, according to which the chairperson of

the general shareholders’ meering should be guided by the
fact that an ordinary general meeting lasts four to six hours
at most, The suggestion is in the interesis of SAP and the
sharcholders because it enables the meeting 1o be conducr-
cd appropriately and efficiently. In October 2006, we there-
fore incarporated this suggestion into our P'rinciples.

There are only two of the Code's suggestions that we
have notimplemented:

8 We do not appoint Supervisory Board members at differ-
ent times, as suggested by the Code, section 5.4.6. We
huld block votes for all sharcholder represeniatives an the
Supervisory Board, and they have equal terms of office.
Ifa Supervisory Board seat becomes vacant during the
regular period of office, by-elections are held for the
cemainder of the regular period of office. This ensures
an efficient, standardized process for electing Supervisory
Board members and enables them to work wgether
offectively.

® We have not agreed to pay Supervisory Board members
performance-oricnted compensation based on SAP's
long-reem success as suggesied in the Code, section 5.4.7
(2). We doubt whether the long-term success of SAP is
the right basis for Supervisory Board compensavion or
improves the Supervisory Board members' motivation in
respect of SAP. At SAP, variable compensation is therefore
linked 1o rhe dividead and governed by our Articles of
Incorporation. We believe that this ensures transparent,
appropriate compensation for Supervisory lluard mem-
bers thar reflects their legal responsibilities,

2006 COMPLIANCE DECLARATION PURSUANT

TO THE GERMAN STOCK CORPORATION ACT,

SECTION 161

The SAP Executive and Supervisory Boards submitted their

compliance declaration on October 27, 2006, In 20035, SAP

published five deviations from the Code. In Qctober 2006,

there were only four because we amended our Principles to

reflect the Code’s recommendation in section 5.4.2 1o indi-

vidually elect supervisory board members. Block voting -

has been used for Supervisory Board elections in the past to

¢nable Annual General Meetings of Sharcholders to be

conducted expeditiously, The 2006 Annual General Meeting

of Shareholders saw the introduction of block voting cards,

which will help ensure meetings last an appropriate length

of time even when Supervisory Board members are elected

individually. As a result, the Executive and Supervisory

Boards declared on October 27, 2006, that SAY complies with

all of the recommendations in the new version of the Code

except for as follows:

m No determination of age limits for members of the
Executive and Supervisory Boards

# No agreement upon a deductible in dircetors” and officers’
(D&O) lability insurance policies

» Chairperson or member of the Executive Board becoming
chairperson of the Supervisory Board or chairperson of a
Supervisory Board committee

& No consideration ol individual performance in the
variable compensation of the Executive Board members

® No reward for committee work in the compensation of
Supervisory Board members




The compliance declaration submitted in Octaher
2006 sraced that there was no reward for committee work in
Supervisory Board members’ compensation. The Executive
and Supervisory Boards had propesed changing this rule
and amending the Articles of Incorporation accordingly at
the May 9, 2006, Annual General Meeting of Sharchaolders,
and a correspording resolution was passed. However, duc
to a legal chalienge, the Ardcles of Incorporation were ni
amended and the resolution did non take effect unail
December 2006, which was after the compliance declara-
tion’s publicatian in October 2006, Therefore, SAP now
conmplics with this recammendartion in the Code, too.

The remaining deviations from the recommenda-
tions in the Code are due o the following reasons:

SAP considers the serting of an age limit on Super-
visory Board members, as recommended by the Code, an
inappropriate restriction of shareholders’ rights to elect
the members of the Supervisory Board. Therefore, SAP's
Principles do not contain any such age limits. Similarly,
SAP's Principles do norspecify any age limits for members of
the ixecutive Board, in contrast to the Code, because this
would gencrally restrict the Supervisory Board in its choice
of suitable Executive Board members,

The Code recommends that if a company takes out
a diability insurance policy for its executive and supervisury
board members (D&O liability insurance), a suitable
deducrible be agreed. We do not believe that the motivation
and responsibility that the members of the SAP Executive
and Supervisory Boards have for their duties can be
improved by such a deductible element. Consequently,
SAI”s I'rinciples do not require a deductible, and SAP doex
notintend to change the D&O insurance paolicies.
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The Code recommends that, asa rule, the former
chairperson of the executive board and members of the
execurive board do not become the chairperson of the
supervisory board or chairperson of a supervisory board
commirtee. SAP cannot rule out the possibility that these
kinds of appointments will take place in the furure. ltis not
currently possible to foresee whether this will be the case
as a rule. Moreover, the chairperson ol the Supervisory
Board and chairpersons of Supervisory Board committeces
are appointed by the members of the Supervisory Board,
wha should be guided solely by the actual qualifications of
the persons standing for election. SAPs Principles do
nut include a provision corresponding 1o the Code’s recom-
menddation here because the practice of appointing an
Exccutive Board member or CEO as chairperson of the
Supervisory Board has proved of value at SAP in the past.

Exccutive Board members' compensacion eakes into
account their individual performance and responsibilities.
However, SAP does not currently plan o agree individual-
ized targets for the purpose of determining Exceurive Board
members” variable compensation elements because their
areas of responsibility are interrelated in such a way as w
prevent or considerably hinder the definition of corporate
targets for their individual areas of responsibilivy, We prefer
to encourage the collective responsibility of the Executive
Board for the Company, seeing this as a significant factor in
its success. For these reasons, neither SAP's Articles of
Incorporation nor the Principles contain provisions about
using Exccutive Board members’ individual performance
as a criterion for determining reasonable and appropriate
compensation,
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CODE OF BUSINESS CONDUCT

The Code of Business Conduct for employees and the
Exccutive Board expresses the high standards chat we
require from our employees and Exccutive Board members
and how we deal with customers, business partners, and
sharcholders. SAP sees its Code of Business Conduct as the
standard applicable to all dealings involving customers,
business partners, vendors, sharcholders, and competitors.
By implementing the Code of Business Conduct, SAP
safeguards againse misleading them and against unfair com-
petitive practices and corruption,

RISK MANAGEMENT AT SAP

In German stack corporation and commercial law, there
are special requirements for internal risk management that
apply to SAP. Our global risk management system therefore
supports risk planning, identification, analysis, handling,
and resolution. We also ¢create standard documentation of
all our internal control mechanisms and continually
evaluate cheir effecriveness.

Furthermore, the provisions of the Sarbanes-Oxley
Actapply 1o SAP as a company listed on the U.S. stock
exchange. In 2006, we successfully completed the first assess-
ment of our internal control system for financial reporting
on the basis of the complex requirements in the Sarbanes-
Oxley Act, section 404.

As the auditor for the SAP Group, KI'MG Deutsche
Treuhand-Gesellschaft Aktengesellschaft Wireschafus-
pritfungsgesellschaft (KPMG) audited the Executive Board's
evaluatton of the functioning of the internal control system
for financial repordng and this system’s effectiveness on
December 31, 2006, and issued an unqualified audit opinion.

The management of SAP's subsidiarics uses our inter-
nal certification system to confirm, among other things, the
accuracy of irs financial reporting. In particular, it confirms
that, in all key areas, the financial data appropriarely reflecis
the assets, finances, income, and cash flows of the wnits in
the reports. SAP must alse confirm thar the management of
cach unit has verified its own disclosure controls and pro-
cedures and found that they were working ac the end of the
reporting period in question. This confirmation —in
addition 1o the confirmation of adequate procedures from
Executive Board members and regional managemenc—
forms the basis for the certifications that, according ro the
Sarbanes-Oxley Act, the CEQ and CFO must sign and sub-
mit to the U.S, Securities and Exchange Commission (SEC)
along with the Form 20-F annual report. In the certifica-
tions, SAP’s CEO and CFO confirm thart the details in Form
20-F are correct and that SAP's financial statements appro-
priately reflect the assets, finances, and income in all key
areas. They also confirm that the functioning of the disclo-
sure controls and procedures was evaluated and that Form
20-F reports on the outcome of this evaluation and on any
significant changes to it. These processes are supported by a
standard software preduct, which SAP developed for the
purpose, the management of internal controls (MIC) tool.
Another control mechanism ar SAP besides the processes
described above is standardized reporting across the Group.
The internal audic service, the disclosure commirtee, and
the Supervisory Board are also clusely involved in risk
management.




APPLYING INTERNATIONAL CORPORATE
GOVERNANCE STANDARDS

As an NYSE-listed company, SAFP is subject to U.S. financial
legislation and to the rules of the SEC and NYSE.

Besides implementing the requirements of the
Sarbanes-Oxley Act, section 404, set out above, and other
Sarbanes-Oxley Act requirements, we fulfill the rules for
foreign private issuers set out in the NYSE Listed Company
Manual, section 303A.06. These rules govern the establish-
ment and membership of an audit commitice and SAIs
refated duries o report to the NYSE.

In accordance wich che NYSE Corporate Governance
Standards, SAP has —as in the past two years —stated the
extent to which the German corporate governance rules
deviate from the rules thar apply to U.S. companies listed
on the NYSE. The report on the main deviations from the
NYSE Corporate Governance Standards is available on
SAI"s Web site at wwsw.sap.comy/corpgovernance and
www.sap.deforpgovernance.
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TRANSPARENCY, COMMUNICATION, AND SERVICE
FOR SHAREHOLDERS

Qur shareholders can obtain a complere picture of SAP
from information posted promptly on its Web site as well
as access current and historical company data. Among
other informarion, SAP posts all of its financial reports, all
relevant news abourt the Company’s governing bodies,
corporate governance documentation, news in frequently-
asked-questions formar on current business measures,
information requiring ad-hoc disclosure, press releases,
and news of directors’ dealings notifiable pursuant to the
German Securities Trading Ace, secrion 13a.

Shareholders are also able to participare in che
Annual General Meeting of Shareholders over the Interner,
They can vote according to their shares at the meeting by
instructing a proxy of their cheice or one of the proxies
provided for that purpose by SAP. All of the documentation
refated to the Annual General Meeting of Shareholders
is made available in good time on SAP's Web site at
www.sap.comfAGM and www.sap.de/hauptversamimlung.
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FINANCIAL STATEMENTS

The May 2006 Annual General Meeting of Shareholders
elected KPMG as the audiror. SAP’s financial statements are
prepared in accordance with German GAAP (the German
Commercial Code) and U.S. GAAP: SAP AG publishes
company accounts in accordance with German GAAP; the
consolidated statements for the SAP Group are prepared in
accordance with U.S. GAAP. The Executive Board is respon-
sible for preparing the SAP AG financial statements and

the consolidated financial statcements for the SAP Group.
The Supervisory Board approves them.

Due (o the new commercial law regulations on con-
solidaced financial statements introduced with the German
Accounting Law Reform Ace of December 4, 2004, and in
accordance wich the transitional regulations in the German
Commercial Code Implementation Act, section 58, SAP will
prepare consolidaced financial statements in accordance
with [nternational Finaneial Reporting Scandards (IFRS) for
the first time for the fiscal year starting January 1, 2007, 1t
will continue o prepare consolidated financial statements
in accordance with U.S. GAAP, wo.

EXECUTIVE BOARD AND SUPERVISORY BOARD
COMPENSATION IN THE CORPORATE GOVERNANCE
REPORT PURSUANT TO THE CODE, SECTION 3.10
The Code recommends that certain details of Executive and
Supervisory Board compensation and share ownership,
directors’ dealings, and stock options and similar incenrives
be included in the corporate governance report or rather in
the compensation report as part of the corporate gover-
nance report. These details, as well as the legally required
information about Executive and Supervisory Board mem-
bers” compensation, are all available in the following SAP
compensation report. The compensation reportis parc of
the audited review of SAP Group operations as well as form-
ing part of this corporate governance report. The Super-
visory Board has approved the review of SAP Group opera-
tions, including the compensation report, and adopred the
compensation report’s content for the purpose of corporate
governance and compensation reporting as required by

the Code.
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Report of the
Supervisory Board




Dear Shareholders,

SAP had a good year in 2006, with solid product revenue
growth and a resulting significant gain in market share.
This success is mainly due to our strategy of organic growth
complemented by close cooperation with our partners

and targeted acquisitions aimed at enlarging our solution
portfolio. Systematically implemented by the Executive
Board and supported and regularly reviewed by the Super-
visory Board, this business policy paid off in excepticnally
high customer satisfaction and a further increase in our
share of the market for core business process software.

In-depth and cooperative dialog with the Execurive Board
enables the Supervisory Board 1o efficiently erganize and
perform its ducies. That is why this report starts by explain-
ing the vngoing partnesship between rhe rwo Boards.

The report also focuses on the main topics discussed by the
Supervisory Board, the work of its committees, implemen-
tation of SAP's Principles of Corporate Guvernance, and the
audit of the SAP AG and consolidated financial statements.
Due to new legal requirements, various details in the
reviews of SAF AG and SAP Group operations are explained
for the first ume.

The Supervisory Board discharged the duries
imposed on it by the law and by the Company’s Articles of
Incorporation. It was regularly consulted by the Executive
Board on the running of the Company and it scrutinized
and monitored the work of the management. In particular,
it examined SAP's risk management and found thavit
fully meets the applicable requirements. The Execurive and
Supervisory Boards agreed on the Company’s strategic
orientation and regularly discussed its progress in imple-
menting the strategy. The Supervisory Board was involved
whenever decisions were made about matters that were of
fundamental importance for SAP.
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Hasso Plattner, Chairperson of the Supervisory Board

The Supervisory Board eegularly received full and
timely reports from the Executive Board, both from mem-
bers in person and in written documents. They chiefly
concerned planning, the Company's progress in business
including the risk situation, risk management, and items of
special significance for SAP. The Executive Board also indi-
cated when the course of business deviated from the plans
and wargets and explained these deviations.

The content and scope of the Executive Board's
reports met the requirements that the Supervisory Board
had placed on them. Besides these reports, the Supervisory
Board reecived supplemeniary information from the
Executive Board. In particular, the Exccutive Board was
available ac Supervisory Board meetings for discussions and
o answer the Supervisory Board's questions. Transactions
requiring the Supervisory Board’s consent were dealt with
and examined thoroughly in cooperation with the Execu-
tive Board, focusing particularly on the benefits and effects
of these transactions. The Supervisory Board agreed roall
transactions where its consent was required.
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The chairperson of the Supervisory Board was also
kept fully informed beoween meetings of the Supervisory
Board and its committees. For example, the CEO and the
chairperson of the Supervisory Board met regularly to
discuss SAI"s strategy, current progress in business, and risk
management, as well as other key topics and decisions that
arose. The CEQ informed the Supervisory Board chair-
person without delay of importane events that were signifi-
cant in the assessment of SAP's situation and progress or
for the management of the Company.

As it does every year, the Supervisory Board discussed
Exccutive Board compensation at the Compensation
Comumittee's suggestion,

I. SUPERVISORY BOARD MEETINGS
The Supervisory Board held four ordinary meetings during
the year. Its resolutivns were made by the full committee
during these meetings, except for two that were adopted
using its circular correspondence procedure. The mectings
focused on the following topics:

At its February 6, 2006, meeting, the Supervisury
Board discussed the 2005 fourth quarter and full-year
results, business over the year, and implementation of the
Company's strategy it 2005, It also received and discussed a
repure on the sirategy for 2006 from the Executive Board
and dealt with the planning for 2006, parucularly the capital
expenditure budger and cash plan, The Supervisory Board
alse discussed and appruved various transactions requiring
its consent. Furthermore, it adopred rules of procedure for
the Audit Committee. The meeting received annual repores
from the corporate governance officer and the compliance
officer. The reports did not identify any breaches of the
applicable rules or any special occurrences. The Supervisory
Board again received a summary of the equity investments
made in 205, The Compensation Commirtee, Finanee and
tnvestment Committee, and Audit Commtive reporied on
wpics discussed at their recent meerings.

Atits March 16, 2006, mecting, the Supervisory
Board focused on the 2005 SAP AG flinancial statements and
consolidared Ainancial statements, the reviews of SAI’ AG
and SAP Group operations, the Execurive Board's propused
resolution on the appropriation of retained earnings for
2003, and the outcome of the audit conducted by KPMG
Deutsche Treuhand-Gesellschaft Akdiengesellschaft
Wirtschaftspriifungsgesellschaflt (KPMG). These documents
and the audit repors prepared by KPMG had been sent to
all Supervisory Board members in good time beforehand. At
the meeting, the Audit Committee reported, among other
things, on its cxamination of the financial staterments and
recommended that the Supervisory Board approve them,
The auditor attended the meeting and reported in detail on
the results of the audit. The auditor then discussed the
results with the Supervisory Board and answered its ques-
tions. The Supervisory Board was thus able 10 sausfy irself
that the audit had been conducted properly. The Super-
visory Board approved the audit. After the final result of its
audit, the Supervisory Board did not raise any objecuens w
the SAP AG financial statements, the consolidated financial
statements, and the reviews of SAF AG and SAP Group
operations for 2005 and it approved these financial state-
ments. It checked and endorsed the Executive Board's pro-
posal w appropriate retained carnings. At its meeting on
March 16, 2006, the Supervisory Board also dealt with
changes to Supervisory Board compensation. It agreed on
the agenda for the May 2006 Annual General Meeting of
Shareholders, which included approving the proposal to
the Meeting concerning the election of an auditor. Further
items on the agenda at this meeting were a reporc on busi-
ness in the first quarter of 2006 and the endeavors of some
SAP employees to form a works council. The Supervisory
Board approved various legal rransactions berween SAF and
individual Execttive and Supervisory Board members, It
also agreed 1o SAP AG's acquisition of all of the shares of
the company Virsa Systems, Ine. The General Commitree,
Compensation Committee, and Technology Commirtee
gave reports on their recent committee meetings.




The mecting on July 28, 2006, focused on business in
the second quarter of 2006, an assessment of the fiest half
of the year and the forecast for the second half, and furiher
planning. The Supervisory Board also dealt with the July
2006 works council electon, measures related 1o the estab-
tishment of the works council, and future cooperadon with
it on HR matters, and the expecred resulting costs. The
Supervisory Board discussed the resules of the SAP Employee
Survey 2006. The status of the legal procecedings againsr the
resolutions made by the 2006 Annual General Meetings of
Shareholder SAP AG and SAP Systems Integracion AG was
exphained. Furthermore, the Supervisory Board received a
report on liquidity and investment policy and approved an
amendment to the list of transactions requiring its consent,
The Finance and Investment Comnmittee, Audit Committce,
and Technology Commictee reported on the work in cheir
committee meerings held before the Supervisory Board
meeting,

The topics covered at the Supervisory Board meeting
on October 27, 2006, were husiness in the third quarter,
the forecast for the fourth quarter, SAP's product srrategy,
continuation of the legal proceedings concerning the rese-
lutions of the SAP AG Annual General Mecting of Share-
holders, infrastructural measures, the annual review of the
work of the Supervisory Board, determination of the inde-
pendence of Supervisory Board members, and a resolutian
on the content of the declaration pursuant 1o the German
Stock Corporation Act, section 161, and furcher changes
to SAP's Principles of Corporare Governance due toan
amendment to the German Corporate Governance Code in
June 2006. The Finance and Investment Committee, Audit
Committee, Technology Committee, and Compensation
Committee reparted on the work at their last committee
meetings.
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1l. THE WORK OF THE SUPERVISORY BOARD
COMMITTEES

In 2006, the commitiecs continued to effectively support

the work of the Supervisory Board. The General Commirtee,
Compensation Committee, Finance and Investment
Committee, Audic Committee, and Technolugy Commitree
all met.

The tasks and membership of the various commirtees
remained as they had been in 2005,

The duties of the six-strong General Committee
include coordinating the Supervisory Board's work, dealing
with vorporate governance topics, and allucating stock
options to employees. Its chairperson is Hasso Plattner. The
three-member Compensation Committee, also chaired by
Hasso Plattner, carrics out the preparatory work necessary
for the personnel decisions made by the Supervisory Board,
particularly with regard to compensation and the conclu-
sion of, amendments to, and terminacion of Esecutive
Board members’ employment contracts. The Finance and
Investment Committee, with four members, is responsible
for matters relawed o financing as well as acquisitions and
minority investments, lts chairperson is August-Wilhelm
Scheer. The Audit Committee is responsible for matters
relating to financial reporting and auditing as well as risk
management. It has four members and is chaired by Erhard
Schipporeit. The Technology Committee, which has six
members, observes the latest technolagical developments
and advises the Supervisory Board, especially when decisions
require detailed technological knowledge. Hasso Platiner
chairs this committee. German Jaw requires a Mediation
Committee, which is responsible solely for drawing up
personnel proposals if the required twao-thirds majoriry is
not reached when appointing and dismissing Executive
Board members. Thus far, SAP has not required action from
the Mediation Commirtee.

More information about the commitiees, particularly
their members, is available on SAP's Web site at
www.sap.com/company/governancefupervisoryfindex.epx.
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During 2006, the committees focused on the fotlow-
ing topics:

m The General Committee decided on the aliocation of
stock options to employees and on the use of treasury
shares o satisfy conversion and subscription rights artach-
ing 1o convertible bonds and stock options respectively
that were granted to beneficiaries of employee stock
vprien plans. It held one meeting in 2006.

a The Compensation Committee held three meetings.
Among other mauers, it deliberated and decided on the
creation of the new Incendve Man 2010 for SAP Execurive
Board members, stock option allocations to Execurive
Board members, Exceutive Board members' salaries, and
succession planning.

# The Finance and Investment Committee held two
meetings, one of which was also actended by the Technol-
ogy Committee. It deliberared and decided on various
acquisitions and minority investments, such as the acqui-
sition of stakes in Virsa Systems, Inc. and Fricronless
Commerce, Inc. It also dealt with the establishment of che
SAP NerWeaver Fund for investing in companies operating
in the SAP NetWeaver field.

@ The Audit Committee met four cimes. It deliberated on
the SAP AG and consolidated financial statements and
the reviews of SAP AG and SAP Group operations for fiscal
year 2003, the Executive Board’s proposal for the appro-
priation of retained earnings, the progress of risk manage-
ment in the SAP Group, and the examination of the inter-
nal control system as required by the Sarbanes-Oxley Act,
section 404, It discussed the 2005 full year and quarterly
cesults, the results of the 2005 audit of the financial state-
ments, and the auditor’s review of the quarterly results,

did work preparatory to the Supervisory Board's proposal
to the 2006 Annual General Meeting of Sharcholders with
respect to the election of an auditor, and decided on the
focus areas of the audit. The committee also determined
the auditor’s fee and decided how it would be shared
among the subsidiaries to be audited. The auditor artended
alt Audir Committee meetings and reported in depth on
its audit work and reviews of the quarterly results. More-
over, the Audit Commircee discussed and decided on
changing the policy for engaging the audiror to provide
audit and nonaudit services to the SAP Group.

# The Technology Committee held three meetings in
2006, one of which was organized as a telephane confer-
ence. It discussed the key developments in the software
industry in the coming vears and SAP’s underlying strate-
gy for its product and selution portfolio. It deliberated on
the work of the central software architecture group and
the state of development of the SAP applications. A joint
meeting with the Finance and Investment Commirtee
looked at possible ways of supplementing SAITS existing
product and solution portfolio.

The regular reports from the committees ensured
that collaboration between the Supervisory Board and its
committees was well-informed and effective.




. CORPORATE GOVERNANCE

SAP sees corporate governance as a process of continuous
development. Thus, the Supervisory Board was again
involved in updarting SAP's Principles of Corporate Gover-
nance to reflect the latest developments in Germany and
on the international stage. OFf these, the most important
were the June 2006 amendments to the German Corporate
Governance Code (“Code™). All of the Code’s new recom-
mendations and the new suggestion were incorporated into
SAP's Principles. Since Qctober 2006, SAP has adhered to the
recommendarion in section 54,2 of the Code in that our
Supervisory Board members are to be elecred individually.
The 2006 Annual General Meeting of Sharcholders reselved
to alter che Supervisory Board compensation package and
amend the Articles of Incorporation accordingly, in accor-
dance with the recommendation in section 3.4.7 in the
Code, and the required entry in the commercial register was
made in December 2006 (sce section V.). In consequence,
the compensation package now affurds recognition ol the
additivnal responsibilitics of the chairperson and deputy
chairperson of the Supervisory Board and of the members
of its commitutees.

SAPs corporate governance officer monitored, and
reported in detail to the Supervisory Board on, adherence 1o
SAP's Principles.

The Executive and Supervisory Boards issued their
corporare governance report an compliance with SAP's
Principles, as required by section 3.0 of the Code.
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IV. INFORMATION RELEVANT TO TAKEOVERS IN THE
REVIEWS OF SAP AG AND SAP GROUP OPERATIONS
On July 14, 2006, the German Takeover Directive Implemen-
tation Act came inw force. There were also related changes
to the German Commercial Code and German Stock Cor-
poration Act. From fiscal year 2006, SAP AG must therefore
include certain informartion, possibly relevant o rakeovers,
in the reviews of SAP AG and SAP Group vperations. This
informadion is summarized below and explained where
necessary:

The Company’s capital stock is divided into no-par
individlual bearer shares each with an attributable value, asa
proportion of the capital stock, of €1.00, Each of these shares
entitles the bearer to one vote, Apart from the legal restric-
tions that apply 10 SAP AG with regard to the treasury
shares that the Company holds, the Execurive Board is not
aware of any restrictions affecting voting rights or the rrans-
fer of shares. The Supervisory Board is not aware of any such
restricrions ¢ither. There are no special righas for individual
shareholders. There is no contrel on vating rights (for
example, indirect exercise of voting rights through a
holding company or voting by proxy) with regard 1o
employees who have a share in the capital. Deutsche Bank
Trust Company Americas holds approximately 5.95% of
the SAP AG capital stock in trust to enable trading with
American Depositary Receipts (ADRs) on the New York
Stock Exchange. One ADR represents one share.

Supervisory Board chairperson and founder-share-
holder Hasso Plattner holds more than 10.241% of the
Company's capital stock both directly and indirectly through
the companics under his control. Founder-sharehelder
Klaus Tschira holds 10.477%. Condivtions for the appointment
and dismissal of members of the Exceutive Board and
amendment of the Articles of Incorporation reflect the rele-
vant provisions in the German Stock Corporarion Act. As
required by law, the Articles of Incorporation stipulate that
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the Executive Board must consist of at least two people.
Extending beyond the legal requircments, they state that
the Supervisory Board can appoint une or more depurty
chairpersons of the Execurive Board.

SAF AG's Articles of Incorporation contain two
aurthorized capital amounis that permir the Executive Board
to increase the capital stock by up to €120 million until
May 11, 2010 (Authorized Capital | and Authorized Capital Il)
and two authorized capital amounts that permit the Execu-
tive Board to increase the capital stock by up 10 €360 million
until May 8, 2001 (Authorized Capnal la and Aurthorized
Capital [la). There is also authurized capital of €15 million
(Authorized Capital HII), which will expire on May 1, 2007,
Furthermore, the General Mecting of Sharcholders has
granted the Executive Board powers — limited to just under
10% of the capital stock — to buy back and resell treasury
shares. Although some sharebholders brought legal proceed-
ings against the powers granted at the last Annual General
Meeting of Shareholders (see section V.), both the Super-
visory and Executive Boards sec no reason for nullifying or
challenging the resolutions. They therefore do not expect
the proceedings, which were rejected in the caurcof first
instance, to be successful. On December 31, 2006, SAP AG
held 49.25 millien wreasury shares, which it had acquired
pursuant o the powers granted. The Executive Board is
alse awchorized to issue convertible and warrane bonds with
conversion and subscription rights in respect of shares in
SAP AG with a total attributable value, as a proportion of
the capital stock, of rot more than €100 million secured by
corresponding amounts of contingent capital, The Super-
visory Board believes that these powers granted to che
Executive Board in refation to the issue and repurchase of
shares and the issue of conversion and subscription rights to
shares are appropriate and are rypical in companies like SAT

They give the Executive Board the flexibility it needs, in
particular the option of using SAP shares as consideration in
equity investments, raising funds on the financial markets
at short notice on favorable terms, and returning value w
sharcholders during the course of the year. Additionally, the
Company has contingent capital amounts to satisfy con-
version and subscription rights that were granted as parc of
stock-based compensation plans. On December 31, 2006,
there were still 14.87 million outstanding conversion and
subscription rights. Since the endry in the commercial
register of the increase in subscribed capital from corporate
funds as Jecided by the May 2006 Annual General Meeting
of Sharcholders, one option or one convertible bond has
granted the right to the issue of four shares, The same num-
ber of new shares as there are outstanding conversion and
subscription rights can be issued from conangent capital 1o
satsfy the outstanding conversion and subscription rights.
SAP can, hawever, satisfy these rights with rreasury shares.
In this regard, the Articles of Incorperation do not contain
any provisions that grant the Executive Board special powers
in a takeover situation.

To increase its financial flexibility, SAP AG negotiated
a syndicated credit line of €1 billion with a group of interna-
tional banks, which it has not utilized o date. The contract
conrains a change-of-control clause thac enables the banks
to promptly cancel the credit line and demand repayment
of any outstanding debt if any person or any group of per-
sons acting together acquires a majority of the voung shares
in SAP AG. This provision is customary for the market. The
bilateral credin lines between SAP AG and various banks,
which rotaled approximarcely €600 million on December 31,
2006, contain material adverse change clauses permitring
the banks to terminate the agreements should events occur
that are seriously derrimental to the financial standing of
the Company. These clauses are also customary for the
market. In the past, we have utilized these bilateral credit
lines only infrequently for a few days. In SAE AG's current
liquidity situation, termination of these credit lines would
not, however, have a substantial effect in the shore term.




SAP AG has entered into partnerships with other
companies to jointly develop and market new software
products. The joint development and marketing activities
are governed by cooperation agreemcents with these com-
panies. Some of the agreements include change-of-conrrol
provisions that, in the event of a change of control for one
of che partics, require the other party 10 consent to the
transfer of the agreement or give it the righe to terminate
the agreement. Most of the agreements were entered into
well before mid-2006, and the obligations under them have
to a great extent already been fulfilled.

Since January 1, 2006, all Executive Board members
have had standardized employment contracts. Amang
other things, both parties have the right to terminate the
contract in the event of a change of conurol. If an Executive
Board member's contract is terminated in this way, SAP AG
must pay the ourstanding part of the compensation target
for the entire remainder of the term, appropriately dis-
counted for carly payment. Such a change of contral is
when an investor becomes obliged to submit a takeover offer
1o the sharcholders of SAP AG under the German Securities
Acquisition and Takeover Act, when SAI AG merges with
another company and becomes the subsumed entity, or
when a control ur profit transfer agreement is concluded
with SAP AG as the dependent company. The inclusion of
change-of-control clauses in the employment contracis of
executive board members is becoming increasingly common
both in Germany and internationally,

lurther details are available in the reviews of SAP AG
and SAI" Group operations.
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V. SHAREHOLDERS' LEGAL PROCEEDINGS AGAINST
AGM RESOLUTIONS

Shareholders brought legal proceedings against individual
resolutions of the Annual General Meeting of Shareholders
on May 9, 2006, As well as the increase in subscribed capital
from corporate resources, they challenged the resolutions
formally approving the acts of the Executive and Supervisory
Boards, the change to Supervisory Board compensation, the
powers to acquire and use treasury shares, and ihe powers
to use cquity derivatives to repurchase shares. The Heidel-
berg district court ruled against the challenges ax the first
instance. The plainiiffs then filed an appeal against the
ruling with the regional appellate courtin Karlsrube. Both
the Supervisory and Executive Boards see no reason for nul-
lifying or challenging the resolutions of the Annual General
Meeting of Sharcholders and are therefore jointy defending
them. The Company applied for an interim release o
enable the increase in subscribed capital from corporate
resources to be entered in the commercial register and chus
be implemented before the court’s final decision on the
proceedings. The Heidelberg district courraccepied the
application for interim release on Septemnber 20, 2006. The
plaintiffs appcaled against this decision, but the regional
appellate court in Karlsruhe rejected their appeal on Decem-
ber 7, 2006, The release therefore became legally effective.
The increase in subscribed capital from corporate resources
and further changes to the Articles of Incorporation
approved by the Annual General Meeting of Shareholders
on May 9, 2006, were then entered in the commercial register
on December 15, 2006, and thus became effecrive. The
change to Supervisory Board compensation also became
effective (see section 111).
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VI. FINANCIAL STATEMENTS AND REVIEW OF
OPERATIONS

KI'MG again audited SAP AG's accounts in 2006. The
Annual General Meeting of Shareholders on May 9, 2006,
clecied that firm as the Company's auditor. Before propos-
ing KI'MG 1o the Annual General Meeting of Shareholders
as auditor for the year, the chairperson of the Supervisory
Board had obrained confirmation from the firm that
circumstances did noc exist that might prejudice its inde-
pendence as the auditor.

KPMG examined the SAP AG financial statements,
the consolidated financial staterments, and the reviews of
SAP AG and SAP Group operations, comparing them with
the records an which they were hased, and certified them
without qualification. KPMG also confirmed that the
consolidated financial statements complied with US. GAAP
and that the exemption in the German Commercial Code
Implementation Act, section 538, German Commercial
Conde, section 292a, applied.

The financial statements mentioned above, the audit
reports prepared by KPMG, and the Executive Board's pro-
posal for the appropriadion of retained carnings were sent to
all Audit Committee and Supervisory Board members in
goud time.

The auditor artended the mecting of the Audic
Commitiee on March 20, 2007, and the audit meeting of the
full Supervisory Board on March 21, 2007, and reported on
the results of the audicin decail. The auditor discussed the
results of the audit with the Supervisory Board and answered
its questions, The Supervisory Board was thus able to saisfy
itzelf that KPMG had conducted the audit properly.

The Supervisory Board approved the audit and,
because it Jid not raise any objections after the final result
of its audix, gave its consent 1o the consolidated financial
statements, the SAP AG financial statements, and the
reviews of SAP Group and SAP AG operations. The financial
statements and reviews of operations were thus formally
adopred. The Supervisory Board checked and endorsed the
Exccutive Board’s proposal for the appropriation of retained
varnings.

The Supervisory Board thanks the Executive Board,
the managers of the group companics, and all employees
for their committed and successful work. Special thanks
also go 1o our customers and partners, who contributed
significantly to SAP's success as well,
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This compensation report outlines the criteria that we
apply to determine compensation for Executive Board and
Supervisery Board members, discloses the amount of com-
pensation paid, and describes the compensation packages.
It also contains information about Executive Board
members’ stock-based compensation plans. shares held by
Executive Board and Supervisory Board members, and the
directors’ dealings required to be disclosed in accordance
with the German Securities Trading Act.

COMPENSATION FOR EXECUTIVE BOARD MEMBERS

Compensation Package

The Executive Board members’ compensation package
is defined by the compensation commirtee, a committee
of the Supervisory Board chaired by I'rof. Dr. h.c. mult.
Hasso Plattner (chairperson of the Supervisory Board).
Its other members are Prof. Dr. Wilhelm Haarmann and
Dr. Gerhard Maier.

Exceutive Board members’ compensation is intended
to reflect the Group's size and global presence as well as our
economic and financial standing, The level is internationally
competitive to reward commisted, successful workina
dynamic ¢environment,

The compensation of the Executive Board as a body
is performance-based. It has three clements: a fixed element
(salary), a performance-related element (directors’ profic-
sharing), and a long-term incentive element (stock oprions).
Along with the regular stack-based compensation plan,
the Supervisory Board awarded additional nonrecurring
stock-based compensation in the form of stock appreciation
rights (STARs) o the Executive Board in 2006 for Incentive
Plan 2000 However, it will not pay out untess SAP's marker
capitalization increases at least 50% over a five-year perind.

1} This compensation repori is part of the audited Review of
SAP Group Operations and of the Corporzte Governance Report.
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A compensation target is set for the total of fixed and
performance-related elements. We review the compensa-
tion target every year in the light of our businesy and direc-
tors’ compensation at comparable companies on the inter-
nattonal stage. Every year, the compensation committee sees
the target performance-related compensarion, reflecring
the relevant values in thac year’s budget. The number of
stock options and STARs to he issued to each individual
member of the Execurive Board by way of stock-based com-
pensation was decided by the compensation commitee at
its meeting on February 3, 2006 and reflected the fair value
of the options and STARSs.

The elements of Executive Board compensation are
paid as follows:

w The fixed element is paid as a monihly salary,

® The amount of performance-related compensation o
be paid out in respect of 2006 depends on the Group's
achievement of its targets for adjusted operating income
that is, before stock-based compensation expenses and
acquisition-related charges and on software revenue
growth. On February M, 2007 the Supervisory Board's
compensation committee assessed SAP's performance
against the agreed rargers and derermined how much
performance-related compensation was payable. The
payment will be made after the Annual Genceral Meeting
of Shareholders in May 2007,

m The regular form of stock-based compensation is the issue
of stock options under the terms of the 2002 stock option
plan (SA SOP 2002) that the Annual General Mceting of
Shareholders approved on May 3, 2002, The terms and
detail of SAP SOP 2002 are reported in Note 29 in the Notes
tw Consolidated Financial Statements section. For oprions
granted 10 members of the Executive Board in and from
February 2004, the SAP SOP 2002 plan terms provide that
the Supervisory Board can cap subscription righus if it
believes that an oprion holder would make a windfall
profit by exercising them. Il the toral profic from the
exercise at atl times of rights under options issued to that
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holder at the same time exceeds two times the product of
(i) the number of subscription rights received by thar
option holder; and (i) the exercise price, that total profic
is a windfall profit. Itis determined by reference to the
total of the differences, calculated individually for each
exercised subscription right, between the closing price of
the share on the exercise day and the exercise price. SAP
bears any expenses incurred by the aption holder through
fees, taxes, or deductions related o the cap. The Super-
visory Board can only cap subscriprion rights if it decides
the windfall profits are due to not inconsequential, extra-
ordinary, unforeseen appreciation for which the Executive
Board is not responsible.

@ The additional nonrecurring stock-based compensation

_awarded in 2006 comprises STARs for the Incenrive
Plan 2010 stock-based compensation plan, The Planis a
nonrecurring incentive with a term up ro five years,
intended to give more encouragement than hitherto for
originality and 1o ensure the Executive Board actions
remain focused an a long-term goal. Incentive Plan 2010
is a stock-based compensation plan intended to reward a
subsrantial increase in our market capitalization. The
Executive Board will qualify for payout under the plan
only if, not tater than the end of 2010, SAI"s average
market capiralization during the last six months of a year
is not less than 50% greater than its average value between

July 1and July 31, 2005 and SAP stock ourperforms the
GSTI Software Index over the same period. Payouts are
scaled as follows:

— If market capitalizarion does not increase by 50% or
more, the Executive Board will receive no payout.

— If market capitalizarion increases by more than 50% but
less than 100%, rarget achievement will be measured
progressively.

— If SAY’s marker capitalization increases not less than
twolold during the said period, the Executive Board will
receive a payout of €100 million.

The STARs awarded to Executive Board members
under this plan expire on December 31, 2010. If the target
100% increase in marker capitalization is reached at an ear-
lier date while at the same time the stock is outperform-
ing the GSTI Software Index, the plan ends at that earlier
date. All payouts under the plan are cash; no new SAP
shares will be issued. A bencficiary cannot exercise a STAR
if he ar she would take a windfall profir, that is a substan-
tial extraordinary unforeseen profir arising out of circum-
stances not intended by the Executive Board. All decisions
in this regard or concerning appropriate reduction of
plan payouts are at the sole discretion of the compensa-
tion committee of the Supervisory Board, The terms and
detail of this plan are reported in Note 29 in the Notes to
Consolidated Financial Statemendts section,




Amount of Compensation

Executive Board members’ compensation in fiscal year 2006:
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2008 2005

Performance- Regular Nenrecurring

reloted long-term long-term

com- incentive incentive

Fixed ol na p ti ' ts olemant

Total before

Stock-based | nonrecurring | Stock-based

Directors’ |[compensation long-tsrm (compensation

profit {SAP incentive {Incentive
Salary Other'! sharing | SOP 2002)% alement| Plan 201002 Total Total
€(000) €{000) €(000) €{000) €(000) €{000) €(000) €(000)

Prof. Dr. Henning Kagermenn

{CEO) 7107 17.0 2.673.7 8490 4,350.4 4,680 B.030.5 8,084.8
Shai Agassi aT4 4 59.5 1,782.5 632.7 2.949.1 31200 6.069.2 40011
Léo Apotheker 4738 0.3 1,782.5 632.7 2.889.3 3,120 6,009.4 3.901.4
Dr. Werner Brendt 432 6 413 1,627.5 571.7 26791 1,560.0 4,239 39422
Prof. Dr. Claus E. Heinrich 4326 20.0 1,627.5 §71.7 2,657.8 1.560.0 42178 39208
Qerhard Oswald 432 6 14.8 1.621.5 57T1.7 2.852.6 1,560.0 4128 38151
Dn, Peter Zencke 43268 211 1,821.5 511.7 2.685.5 1,560.0 4.225.5 3.922.8
20,843.9 36.004.1 29,688.0

¥ ingurance comnbutions, benafiis i und. compensation from sests on cther governing bodiws In the SAP Group.

3 Fair value ot the tims of allocation.
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The values for regular stock-based compensarion and non-
recurring stock-based compensaton in the table above are
the fair value of SAF SOP 2002 vptions at the time of grant
to the respective members and of the STARs under the
Incentive Plan 2000 a¢ the tme of allocation,

2008

Regular stock-based |  Nonrecurring stock-based

compensation compansation
SAP 50P 2002 Incentiva Plan 2010 Totol fair value of long-term
Fair value &t Fair value at incantive eloments
Quantity | tima of grant Quantity | lime of grant at time of grant in €(000)
Prof. Dr. Henning Kagermann {CEQ) 35,851 26.47 188,182 24.87 5.629.1
Shai Agassi 23,901 26.47 125,455 24.87 3,752.7
Léo Apotheker 23.900 26.47 125.455 24.87 37527
Dr. Werner Brandt 21.823 26.47 62,727 24.87 21317
Prof. Dr. Claus E. Heinrich 21.823 26.47 62.727 24.87 2,137.7
Gerhard Oswald 21,823 26.47 62.727 2487 2,137.7
Dr. Peter Zencke 21,823 26.47 62,727 24.87 21317
170,945 690,000 21,685.3
2005

Ragular stock-based Nonracurring stock-based

compensation compengation
SAP SOP 2002 Incentive Plan 2010 | 1ae0i fair value of long-term
Fair value at Fair value at incentive olements
Quantity | time of grant Quantity | time of grant at time of grant in €(000)
Prof. Dr. Henning Kagermann {CEQ) 66,955 20.08 - - 1.344,5
Shai Agassi 37.495 20.08 - - 752.9
Léo Apotheker 37.495 20.08 - - 752.9
Dr. Warner Brandt 37,495 20.08 - - 752.9
Prof. Dr. Claus E. Heinrich 37,495 20.08 - - 7529
Gerhard Oswald 37,495 20.08 - - 7529
Dr. Peter Zencke 37.495 20.08 - - 752.9
291,925 5.861.9




The change during 2{H6 in the fair value of the stock options
and STARs granted in 2006 10 Executive Board Members was
as follows:

Fair value
Fair value on
at time of | December

grant N, 2006

€ €
SAP SOP 2002 Stock Options
{February 6, 2006 grant) 26.47 18.23
Incentive Plan 2010 STARg
{March 8, 2006 grant) 24,87 14.02

END-OF-SERVICE UNDERTAKINGS

Retirement Pension Plan

Members of the Executive Board receive retirement pension
when they reach the retirement age of 60 and vacare their
Execurive Board seat or disability pension if, before reaching
the regular retirement age, they become subject to occupa-
tional disability or permanencincapacity. Widow's pension
is paid on the dearh of a former member of the Executive
Board. Disability pension is 100% of the vested retirement
pension entitlement and is payable until but not after the
beneficiary’s 6th birthday. Widow's pension is 60% of the
retirement pension or vested disability pension entitlement
acdeath. Entitlements are enforceable against SAP AG.
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The benelit pavable bas been agreed with the active
Exccutive Board members. If service is ended prematurcly,
pension entitlement is reduced in proportion as the
actual length of service stands in relation to the maximum
pussible length of service.

On January 1, 2000, SAP AG introduced a contributory
retirement pension plan. At that time, the performance-
based retirement plan was discontinued for Executive Board
members, Enutlements accrued up 1o December 31, 1999,
were unaffected. The benefits are derived from any acerued
entitlements on December 31, 1999 under performance-
based pension agreements and a salary-linked contribution
for the period commencing January 1, 2000, The contribu-
tion is 4% of applicable compensation up to the applicable
income threshold plus 14% of applicable compensarion
above the applicable income threshold. For this purpose,
applicable compensation is 90% of rarget annual salary. The
applicable income threshold is the statutory annual income
threshold for the state pension plan in Germany (West), as
amended from time to time.

Exceptional agreements apply to Messrs, Léo
Apotheker and Shai Agassi: Mr. Apotheker'’s agreement pro-
vides only for retirement pension, and the pension conrri-
burion reflects his participation in the French social security
system. Mr. Agassi receives the pension contriburion as
an annual payaut, so he has no pensiun entitlement, The
annual payoutis included in his disclosed compensation.
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The following table shows the change in total

projected benefit obligation (PBO) and in the total accruals

for pension obligations to Exceutive Board members.

Prof. Dr.
Henning Prof, Dr.
Kagermann Léc| Or. Werner Claus E. Gorhard Or, Potar
(CEQ) Apotheher Brandt Halnrich Oswald Zencks Total
€ € € € € € €
PBO January 1. 2008 5.592.058 462,069 529,437 3.252.434 3.525.780 4,127,568 17,489,347
less Plan assets market value January 1, 2006 3,052,372 579,113 313.834 1,512,327 1,732,440 2,559,738 10,849,825
[Accmed January 1, 2006 1,639,886 = 117,044 215,603 1,740,107 1,783,340 1,567,830 8,839,522
PBO change in 2008 - 257,304 - 16,7152 63,697 - 237,154 - 241,536 - 251614 - 940,553
Plan assels change in 2006 630,102 24,274 94,352 251.077 282,835 387,278 1,669,716
PBO December 31, 2006 5,334,664 445317 593.334 3,015,280 3,284,224 3.875.955 16,548,794
less Plan assets market vatua December 31, 2006 4,582,474 603,387 408,186 1,763,404 2,015,075 2,947.015] 12,319,541
Accrued December 31, 2006 752,190 - 158,070 185,148 1,251,876 1,269,169 928,940 4,229,253
The following table shows the annual pension entitlement
of each member of the Executive Board on reaching age 60
based on entitlements from performance-based and salary-
linked plans vested on December 31, 2006.
Prof, Dr.
Honning Prol. Dr.
Kagermann Léo| Dr. Woemer Ctaus E. Gerhard Dr. Peter
{CEQ}|  Apotheker Brandt Meinrich Oswald Zancke
€ € € € € €
Annwal pension entitfement at age 60
Vested on December 31, 2008 289.827 45,487 34.384 165.487 194,553 207.188

To the extent that members continue 1o serve on the

Executive Board and that thercfore more contributions are
made for them in the future, pension actually payable at
age 60 will be more than shown in the table.
In 2006, pension benefits of €725 thousand were paid
to former Executive Board members (2005: €474 thousand).
On BPecember 31, 2006, the projected benefit obligation for
former Executive Board members was €12.541 thousand

{2005: €12,830 thousand).




Early Termination

The standard contract for all Executive Board members
from January 1, 2006 provides that on termination before
full term, SAP AG will pay to the member the outstanding
part of the compensation target for the entire remainder
of the term, appropriately discounted for early payment.
A member has no claim to that payment if he or she leaves
SAP for reasons for which he or she is responsible.

If an Executive Board member’s post on the Execu-
tive Board expires or ceases to exist because of, or as a conse-
quence of, change or restructuring or due to a change of
control, SAP AG and each Executive Board member has the
right to terminate the employment contract within eight
weeks of the occurrence by giving six months’ notice. There
is a change of control when a takeover obligation to the
shareholders of SAP AG arises under the German Securities
Acquisition and Takeover Act, when SAP AG merges with
another company and becomes the subsumed entity, or
when a control or profit transfer agreement is concluded
with SAP AG as the dependent company. An Executive
Board member's contract can also be werminated before full
term if his or her appointment as an SAP AG Executive
Board member is revoked in connection with a change of
control.

During the continuance of a 12-month postcontrac-
tual noncompete period, an Executive Board member is
paid abstention compensation corresponding to 50% of his
or her final average contractual compensation. SAP can
deduct the abstention compensation from any other
amount it owes the member such as pension or early termi-
nation payment.
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LONG-TERM INCENTIVES FOR THE EXECUTIVE BOARD

Members of the Executive Board hold stock-based compen-
sation awards granted to them in previous years under

SAP SOP 2002 and LTI Plan 2000. The terms and deuail of this
plan are reported in Note 29 in the Notes to Consolidated
Financial Statements section.

SAP SOP 2002

The table below shows Executive Board members’ holdings,
on December 31, 2006, of stack options issued under the
SAP SOP 2002 plan since its inception.

The exercise prices for SAP SOP 2002 stock options
are 110% of the base price of an SAP AG common share. The
base price is the arithmetic mean closing auction price for
SAP stock in the Frankfure stock exchange Xetra trading
system (or its successor system) over the five business days
immediately before the issue date of that stock option. The
exercise price must be not less than the closing auction price
on the day before the issue darte. As a result of the issuance
on December 21, 2006 of bonus shares at a 1-t0-3 ratio under
a capital increase from corporate, upon exercise each stock
option now entitles its beneficiary to four shares. For better
comparability with the price of SAP stock since implemen-
tation of the capital increase, the following table shows not
the number (quantity} of options but the number (quantity)
of shares to which they entitle the holder. Consequently,
the exercise prices shown are prices per share and nor per
option. The number of shares shawn in the table is four
times the number of options, and the exercise price for an
option is four times the exercise price per share shown in

the table.
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SAP SOP 2002 stock options

Vested on Not vested an
Exercise December 31, 2008 Dacamber 31, 2006 Total
price per Quantity Remaining Quantity Remaining Quantity Remaining
share in € of ghares | term in ysara of shares | term in years of sharas | tarm in years
Prof. Dr. Hanning Kagermann 22,59 320,000 116 - - 320.000 1.18
(CEO) 3750 200000 213 - - 200.000 2.13
33.55 - - 267.820 KRR 267,820 311
48,48 - - 143,404 410 143,404 4,10
Shai Agaggi 22,59 120,000 116 - - 120,000 1.16
24.79 120.000 1.33 - - 120,000 1.33
37.50 112,000 213 - - 112,000 213
33.55 - - 148,980 an 149,980 3an
48,48 - - 95.604 4.10 95,604 210
Léo Apotheker 37.50 112,000 2.13 - - 112.000 213
33.56 - - 149,980 . 149.980 3in
46.48 - - 95.604 4.10 95.604 4.10
Or. Werner Brandt 37.50 112,000 2.13 - - 112.000 213
33.55 - - 149.980 n 149,880 3an
45,48 - - 87,282 4,10 B7.292 410
Prof. Dr, Claus E. Helnrich 22.59 180.000 1.18 - - 180.000 1.16
31.50 112,000 213 - - 112,000 213
3355 - - 149.980 in 149,980 3.1
46.48 - - B87.262 4,10 87,292 4.40
Gerhard Oswald 3255 - - 149,980 3.1 149,980 an
46.48 - - 87,292 4.10 87.292 410
Dr. Peter Zenche 22,59 180,000 1.16 - - 180.000 1.16
37.50 112,000 2.13 - - 112,000 213
33.55 - - 149,980 3.1 149,980 an
46.48 - - 87.202 4.10 87.292 110
1,680,000 1.831.480 3.531,480
During 2006, members ol the Exceutive Board exercised SAP SOP 2002 ntach options exercised
stock aptions granted in carlier years under SAP SOI' 2002 Stock options 2006 Stock optlons 2005
as follows: Avarage Average
exerciso ausrcise
Quantity| pricein € Quentity | price in €
Léo Apotheker 30.000 20.37 - -
Or. Wemer Brandi - - 30.000 90.37
Gerhard Oswaki 28,000 149,99 45,000 90.37
58.000 75,000
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LTI Plan 2000 December 31, 2006. Exercise prices vary with the perform-
Beneficiaries under LTI Plan 2000 could choose between ance of SAP stock over rime against the GST) Software
convertible bonds and stock options. The chief difference Index. As a result of the issuance on December 21, 2006 of
was in the way the exercise or conversion price was deter- bonus shares at a 1-to-3 ratio under a capital increase from ,
mined. The bond conversion price depends an the closing corpurate funds, upon exercise each stock oprion now enti-
price of the SAP share che day before the bond was issued, tles its beneliciary to four shares, For betier comparabilicy :
while the option exercise price varics with the performance  with the price of SAP stock since implementadion of the
uf SAP stock over time against the GSTT Software Index. capital increase, the following table shows not the number
The table below shows stock options held by mem- (quantity) of aptions but the number (quantity) of shares
bers of the Execurtive Board on December 31, 2006, granted to which they enticle the holder. Consequently, the exercise
in earlier vears under LTT Plan 2004). prices shown are prices per share and not per option. The
The exercise prices for LTI Plan 2000 stock options number of shares shown in the table is four times the
reflect rhe prices payable by an Executive Board member for  number of options, and the exercise price for an option is
one SAP common share upon exercise of the option on four times the exercise price per share shown in the rable.
LT Plan 2000 stock options
Vastad on Not vested on
Exercise Docomber 31, 2006 Decembar 31, 2008 Total
price per Quantity Remaining Quantity Remaining Quantity| Remaining
share in € of shares | term in yeara of aharas | term in years of sharea | term in years
Pral. Dr. Henning Kagermann 19.35 112,128 3.14 - - 112,128 3.14
(CEO) 2351 157,500 414 - - 157500 414
Léo Apotheker 20.05 §7.500 5.14 - - 87.500 5.14
Or. Peter Zencke 19.35 27.924 214 - - 27,924 3.4
23.51 73,700 414 - - 73,700 414
458,752 459,752
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The table below shows convertible bonds held by members
of the Executive Board on December 31, 2006, granted in
carlier years under LTI Plan 2000. The exercise prices for

LTI Plan 2000 convertible bonds reflect the prices payable by
an Executive Board member for one SAP common share

on conversion of the bond. The exercise prices are fixed and
correspond to the quoted price of one SAP share on the
business day immediately preceding the grant of the con-
vertible bond. As a result of the issuance on [December 21,
2006 of bonus shares ar a §-t0-3 ratio under a capital increase

from corporate funds, upon conversion each bond now
entitles its beneficiary to four shares. For better comparability
with the price of SAP stock since implementation of the
capital increase, the following table shows not the number
(quantity) of convertible bonds but the number (quantity)
of shares to which they entitle the holder. Consequently,
the exercise prices shown are prices per share and not per
bond, The number of shares shown in the table is four times
the number of bonds, and the exercise price for a bond is
four times the exercise price per share shown in the table.

LTI Plan 2000 convertible bonds
Vastad on Not vasted on

Exercise Decamber 31, 2006 December 31, 2008 Tots!
price per Quantity Romatning Quantity Remaining Quantity Remaining
share in € of shares | term in years of shares | tarm in yeors of shares | tarm in years
Prof. Dr. Henning Kagermann 712,58 89.700 3.4 - - §9,700 314
(CEQ} 47.81 126,000 414 - - 128,000 418
3r.88 360.000 5.14 - - 360.000 514
Léo Apatheker 83.67 95.400 3.19 - - 95,400 319
47.80 120.000 4.14 - - 120,000 4.14
3r.e8 70,000 5.14 - - 70,000 5.14
Dr. Wermer Brandt 4.3 20.000 4.14 - - 20,000 4.14
37.88 120,000 5.14 - - 120,000 514
Prof. Dr. Claus E. Heinrich 72.58 65,700 3.14 - - 65,700 314
47.81 80.000 414 - - 88,000 4.14
37.88 200,000 5.14 - - 200,000 5.14
Gerhard Osweld 12.58 65,700 214 - - 65,700 ERT
a8 §8,000 414 - - 88.000 414
Dr. Peter Zencka 72.58 65,700 3.4 - - 65.700 314
47.81 88.000 414 - - 88,000 414
37.88 200.000 5.14 - - 200,000 5.14

1,862.200 1,882,200




Rights exercised by members of the Executive Board in 2006
under LTT Plan 2000 stock options and convertble bonds
granted in earlier years:

Compensation Report 1

LTI Plan 2000 stock options exsrcised LT Plan 2000 convertible bonds ecercised

Stock options 2006 Stock options 2005 Convartible bonds 2006 | Convertible bonds 2005

Average Averege Average Averege

wxerclze wercise exercise xercise

Quantity| pricsin€| Quentity| pricein€ Quentity [ pricein€| Quantity| priceln€

Or. Werner Brendt - - 2125 88.12 Gerhard Oswald 25.000 151.50 - -

Prof. Dr. Clavs 25,000 - -
E. Heinrich 48,032 74.07 - -
Gerhard Oswald 10,825 118.0¢ 19,863 99.00

58,657 ! 21,788

STOCK HELD BY EXECUTIVE BOARD MEMBERS

No member of the Executive Board holds more than 1%
of the common stock of SAP AG. Members of the Executive
Board held a total of 287,384 SAP shares on December 31,
2006, that is after the increase in capital. On December 31,
2008, before the increase in capital, members of the Execu-
tive Board held a rotal of 31,346 SAP shares, corresponding
in number to 125,384 post-capital-increase SAP shares.

The table below shows transactions by Executive
Board members and persons closely associated with them
notified to SAP pursuant to the German Securities Trading
Act, secuon 15a in 2006.

Transactions in BAP Shares and ADRs
Notifying Party Transaction Daote Transaction Quantity Unit price in €
Léo Apotheker Novembar 15, 2008 | Exercisa of subscription rights 30.000 90.37 €
Dr. Werner 8randt July 17, 2006 Stock purchase S00 147.48 €
Prof. Dr. Claus E. Heinrich June 12, 2006 | Exercise of subsacription rights 20,532 £65.9461 €
June 12, 2008 | Exercise of subscription rights 27,500 BO.1342 €
Juna 12, 2006 Stock sale 43,032 157.1696 €
Gerhard Oswald March 10, 2008 | Exercisa of subscription rights 25,000 151.50 €
March 10, 2006 | Exercise of subscription rights 28,000 149089 €
March 10, 2006 | Exercize of subscription rights 10,625 118.0380 €
Maureh 10, 2006 Stock sale 63.625 172.54184 €
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EXECUTIVE BOARD: OTHER INFORMATION

We did not grant any compensation advance or credit to, or
enter into any commitment for the benefit of, any member
of our Executive Board in 2006 or the previous year.

As far as the law permits, SAP AG and SAP AG's affili-
ated companies in Germany and elsewhere indemnify and
hold harmless their respective directors and officers against
and (rom the claims of third partics. To this end, we main-
tain Jdirectors’ and officers’ group liability insurance. The
policy is annual and is renewed from year to year. The
insurance covers the personal liability of the insured group
for financial loss caused by its managerial acts and omis-
sivns, There is no individual deduciible as envisaged io the
German Corporate Governance Code, section 3.8, para-
graph 2. We believe the motivation and responsibility that
the members of the Executive Board and Supervisory Board
bring to their duties would not be improved by such a
Jeductible element. For this reason, we regard a deductible
as unnecessary for the insured group.

COMPENSATION FOR SUPERVISORY BOARD
MEMBERS

Compensation Package

Supervisory Board members’ compensation is governed by
vur Articles of Incorporation, secdon 16, The section was
amended by resoludon of our May Y, 2006 Annual General
Mecting of Shareholders to bring it into line with other
German blue-chip companics. The fixed element and the
cap on aggregate compensation were raised. The amend-
ment also applied a recommendation of the German
Corporate Governance Code to pay additional compensa-
tion o chairpersons and ather members of commitiees of
the Supervisory Board.

The amended section provides that each member
of the Supervisory Board receives, in addition to the reim-
bursement of his or her expenditure, compensation con-
posed of fixed elements and a variable element. The variable
¢lement depends on the dividend.

The fixed element is €75,000 for the chairperson,
€30,00 for the deputy chairperson, and €37.500 for other
members. For membership of a Supervisory Board com-
mittee, members receive additional fixed compensation of
€2,500 (provided that the relevant committee meets during
the fiscal year) and the chairperson of the committee
receives €5,000. The fixed remuncration element is due for
payment after the end of the fiscal year.

The variable compensation element is €3,000 for the
chairperson, €6,000 for the deputy chairperson, and €4,000
for the other members of the Supervisory Board for each
€0.01 by which the dividend distributed per share exceeds
€0.25.

However, the aggregate compensation excluding
compensation for committee memberships must notexceed
€200,000) for the chairperson, 150,000 for the deputy chair-
person, and €100,000 for other members.

Any member ol the Supervisory Board having served
for less than che endre fiscal year receives one-twelfth of
their respective remuneration for each month of service
commenced. This also applics to the higher compensation
levels for the chairperson and deputy chairperson, and
ta the additional compensation for committee chairs and
memberships.




Amount of Compensation

Subject to the resolution on the appropriation of rewained
earnings by the Annual General Meeting of Shareholders
on May 10, 2007, the compensation paid to Supervisory
Board members in respect of fiscal year 2006 will be as set
out in the wable below.,
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2006 2005

Fixed Variable | Compensa- Flxed Yariable

com- com- | tion for com- com- com-
pansatian pensation | mittss work Total pansation pensation Total
€(000) €(000) €(000) €(000) €{000) €(000) €000}
Prof. Dr. h.c. mut. Hasso Plaitner (chairperson) 75.0 125.0 15.0 2150 50.0 50.0 100.0
Helga Classen (deputy chairperson) 50.0 100.0 2.5 162.5 31.5 315 75.0
Willi Burbach 315 62.5 2.5 102.5 25.0 250 50.0
Prof, Dr. Wilhelm Hazarmann 5 62.5 1.5 1075 25.0 25.0 50.0
Dietmar Hopp (until May 12, 2005) 0.0 0.0 0.0 00 10.4 10.4 208
Bernhard Kaoller 316 625 25 102.5 25.0 25.0 50.0
Christiane Kuntz-Mayr 315 62.5 5.0 105.0 25.0 25.0 50.0
Lars Lamadé s 62.5 2.5 102.5 25.0 25.0 50.0
Dr. Gerhard Maier s 62.5 5.0 105.0 25.0 25.0 50.0
Dr. h.c. Hartmut Mehdorn s 62.5 0.0 100.0 25.0 25.0 50.0
Pekka Ala-Piatiki s 62.5 2.5 102.5 25.0 25.0 50.0
Prof, Dr, Dr, h.¢. August-Wilhe!m Scheer s 625 1.5 107.5 250 25.0 50.0
Dr. Barbare Schennerlein 315 2.5 2.5 102.5 25.0 25.0 50.0
Dr. Erhard Schipporeit (from May 12, 2005} s 625 5.0 105.0 16.7 16.7 3.3
Stefan Schulz rs 625 5.0 105.0 25.0 25.0 50.0
Dr. Dioter Sptri 15 62.5 2.5 102.5 25.0 25.0 500
Dr. h.c. Klaus Tschira 375 62.5 2.5 102.5 25.0 25.0 50.0
650.0 1,100.0 10.0 1.820.0 439.8 439.0 879.2

In addition, we reimburse 1o members of the Supervisory
Board their incurred expenses and the vatue-added tax
payable on their compensadon.

LONG.TERM INCENTIVES FOR THE SUPERVISORY
BOARD

We do not offer members stock options or other stock-
hased compensation for their Supervisory Board work. Any
stock options or other stock-based compensation received
by employee-elecied members relace to their position as SAP
employees and nut 1o their work on the Supervisory Board.
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SUPERVISORY BOARD MEMBERS' SHAREHOLDINGS

Nore 23 in the Notes to Consolidated Financial Statements
section shows the shareholdings of Supervisory Board
members Hasso Plartner {chairperson) and Klaus Tschira,
and the companies they control, on December 31, 2006.

No other member of the Supervisory Board held more than
1% of the SAP AG common stock ac the end of 2006 or of
the previous year. Members of the Supervisory Board held

a total of 262,623,884 SAP shares on Decemnber 31, 2006, that
is after the increase in capiral. On December 31, 2005, which
was before the increase in capital, members of the Executive
Board held a total of 70,396,026 SAI’ shares, corresponding
in number to 281,584,104 post-capital-increase SAP shares.
The table below shows transactions by Supervisory Board
members and persons closely associated with them notified
t0 SAP pursuant to the German Securities Trading Act,
section 15a in 2006.

Transactions in SAP Shares and ADRs

MNotifying Party Transaction Date Transaction Quantity Unit price in €
Klaus Tschira Assignment of o reassign-
ment right rglating to a
December 14, 2006 securities loan 1,500,000 Not disclosed
Premature canceliation of a
December 14, 2008 derivative ! 1,125,000 127.85
Hasso Plattner GmbH & Co, November 28, 2006 Stock sale 1,350,000 155.95
Beteiligungs-KG March 2, 2006 Stock sale 1.460,000 172.82
March 2, 2006 Repayment of security loan 500.000 Not disclosed
Stock acguisition by way
February 10, 2006 of & security koan 80,000 Variable?
Y Dervaih gnment nghl releting to sscunties loen.

' Onginel price of 035! ol £187.00 per annum und adchironally the payment of 5 sum of 140%
of ery caah disbursements received on the share losn with an onginal volue of €52,605 00.

SUPERVISORY BOARD: OTHER INFORMATION

We did not grant any compensation advance or credit to, or
enter into any commitment for the benefit of, any member
of our Supervisory Board in 2006 or the previous year.
Hasso Platener, che chairperson of the Supervisory
Board, entered into a consulting contract wich SAP afeer
he joined the Supervisory Board in May 2003. The contract
does not provide for any compensation. The only cost we
incurred in 2005 under che contract was the reimbursement
of expenses.

As far as the law permits, we indemnify Supervisory
Board members against, and hold them harmless from,
claims brought by third parties. To this end we maintain
directors' and officers’ group liability insurance. For more
information about this insurance, see the Executive Board:
Other Informarion section.




Financial Information

Slnce 1999, we have propared our consolidated financial
statameonts in accordance with the accounting principles gen-
wrally accepted in the United States (U.S. GAAP). This ensures
direct comparabllity with the financial statements of our
International competitors. In addition to the many disclosures
required under U.S. GAAP, the notes to our statements contain
& groat deal of extra detail that wa provide voluntarily, The
raview of operotions moets the requirements of the German
Commaorcial Code or Handelsgesetzbuch (HGB), but it also
containg additional voluntary information. We ara committed
to increzsing transparency, as the international financial
community rightly demands.,
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INDEPENDENT AUDITOR'S REPORT

We have audited the consolidated financial statements
prepared by SAP AG, Walldorf comprising the balance sheet,
the income statement, the statement of shareholders’ equicy
and comprehensive income and the statement of cash
flows, the notes thereto as well as the Review of SAP Group
Operations as of and for the business year from January |

1o December 31, 2006, The preparation and the content of
both, the consolidated financial starements in accordance
with Accounting Principles Generally Accepted in the
United States of America (U.S. GAAP) and the Review of
SAP Group Operations tn accordance with German com-
mercial law are the responsibility of the Company's manage-
ment. Qur responsibility is o express an opinion on the
consolidated financial statements based on our audit.

We conducted our audit of the consolidated financial
statements in accordance with §317 HGB [Handelsgesetzbuch
«German Commercial Code"|, German generally accepred
standards for the audir of financial statements promulgated
by the Institur der Wirtschafispriifer (IDW}as well as in
compliance with Auditing Standards Generally Accepted in
the United States of America (U.S. GAAS). Those srandards
require cthat we plan and perform the audit such that
misstatements materially affecting the presentation of the
net assets, financial position and results of operations in
the consolidated financial statements in accordance with
accounting principles and in the Review of SAP Group
Operations are detected with reasonable assurance. Knowl-
cdge of the business activities and the economic and legal
environment of the Group and expectations as 1o possible
misstatements are taken into account in the determination
of audit procedures. The cffectiveness of the accounting-

Mannheim, Germany
March 9, 2007

KPMG Deutsche Treuhand-Gesellschafk

Aktiengesellschaft
Wirtschaftspriifungsgesellschaft

L. &

Schindler
Wirtschafispriifer

Walter
Wirtschafusprifer

related internal concrol system and the evidence supporting
the amounts and disclosures in the consolidared financial
statements and in the Review of SAP Group Operations are
examined primarily on a test basis within the framework of
the audit. The audit includes assessing the annual (inancial
statements of those entities included in conselidation, the
determination of entities to be included in consolidation,
the accounting and consolidation principles used and
significant estimates made by management, as well as evalu-
ating the overall presentation of the consolidated financial
statements and the Review of SAP Group Operations.

We believe that our audit provides a reasonable basis for our
opinion.

Our audit has not led 1o any reservations.

In our opinion, based on the conclusions of our
audit, che conselidated financial statements comply in all
material respects with Accounting Principles Generally
Accepted in the United States of America (U.S. GAAF) and
give a true and fair view of the net assets, financial position,
results of operations and cash flows of the SAP Group in
the business year in accordance with these requirements.
The Review of SAP Group Operations is consistent wirth the
consolidated financial statements and as a whole provides a
suitable view of the Group’s position and suitably presents
the opportunitics and risks of furure development.

In addition, we confirm that the consolidated finan-
cial statements and the Review of SAP Group Operations for
the business year from January 1 to December 31, 2006 sacisfy
the conditions required for the Company's exemption from
its duty to prepare consolidated financial statements and the
group management report in accordance with German Jaw.




REVIEW OF SAP GROUP OPERATIONS

GENERAL INFORMATION
THE SAP GROUP OF COMPANIES

Founded in 1972, SAP is today one of the world’s feading
providers of business software and the werld’s third-largest
independent software company based on market capitaliza-
rion. SAP counts more than 38,000 cuscomers in over 120
countrics and employs more than 39,300 individuals atsales
and development locations in more than 50 countries in
the Europe, Middle East, and Africa (EMEA), Americas, and
Asia Pacific Japan regions. SAP is headquartered in Walldorf,
Germany.

Software licensing for SAP solutions created by our
more than 11,000 developers all over the world constitutes
the core of our business. With these solutions, companies
can successfully design their business processes and make
sustainable improvements to value creation. [n 2006, our
solution portfolio featured the SAP NetWeaver platform and
included the following software applications:

m The SAP Business Suite family of business applications,
which contains applications to help enterprises improve
business operations ranging from supplier relationships,
production, and warchouse management to sales,
administrative functivns, and customer relationships

w Prepackaged SAP All-in-One solutions and the SAP
Business One application thar address che needs of small
businesses and midsize companies

# Specific solutions for more chan 25 industries in the
discrete manufacturing, financial services, consumer
products, public service, process, and service sectors,

In addirion, we offer maintenance, consulting, and
training services tailored to our sofrware solutions. We
develop and market preducts in close cooperation with
business partners.

Pictures and graphs are included for llustrative purposes only and are not
part of the audited Review of SAP Group Operstinns,

In this Review of SAP Group Operations. earning: per share reflect the
issuance In 2006 of of bonus shares at a 1-10-3 ratlo under & capital
increass from corporata funds. (See Note 23 in the Notes to Consclidated
Financia! Statements section,} The figures for earller years have becn
adjusted accordingly.

The Compensation Report in the front section of <he annual report s part
of this audited Raview of SAP Group Operations,
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FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements that are
based on our beliels and assumptions made using informa-
tion currently available to us. Any statements contained in
this report thar are not historical facts are forward-looking
statements as defined in the U.S. Private Securitics Litigation
Reform Act of 1993, We have based these forward-looking
stacements on our current expectations and projections
about future events, including but not limited to general
economic and business conditions; artracting and retaining
personnel; competition in the software industry; imple-
menting our business strategy: developing and introducing
new services and products; freedom to use intellecrual
property; regulatory and political conditions; adapring to
technological developments; obtaining and expanding
marker acceptance of our services and products; terrorist
attacks or other aces of violence or war; integracing newly
acquired businesses; meeting customers’ requirements; and
other risks and uncertaintes, some of which we describe

in the Risk Factors and Risk Management section {below). The
words “anticipate,” “believe,” “continue,” “counting on,”
“is confident,” “estimate,” “expect,” “farecast,” “intend,”
“may,” “plan,” “project,” “predict,” “seck,” "should,”
“strategy,” “want,” “will,"” “would,” and similar expressions
as they relate to us are intended to identify such forward-
looking statements. Such statements reflect our current
views and assumptions and all forward-looking statements
are subject to various risks and uncertainties thar could
cause actual results to differ materially from those stare-
ments. The faciors that could affect our furure financial
results are discussed more fully in the Risk Faciors und Risk
Management section (below), as well as elsewherc in this report
and in our filings with the U.S. Securities and Exchange
Commission (SEC). including the Annual Report on Form
20-F for fiscal year 2003, and for 2006, which will be filed with
the SEC before June 30, 2007. Readers are caunioned not 1o
place undue reliance on these forward-looking statements,
which speak only as of the date of this annual report.

We underake no ebligation to publicly updace or revise any
forward-looking statements whether as a result of new
information, future cvents, or otheewise.
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MANAGING FOR VALUE

We use performance measures that help manage our
primary aim, sustained growth of corporate value, and the
ancillary goal of profitable revenue growth. We use different
value measures for operating and non-operating incomne,
and at the Group level we use an overarching performance
measure.

The key measures we use to manage our operational
business are growth of software and maintenance revenue,
software revenue growth, and adjusted operating margin.
The targert values are tuned o each other for profitable
growth,

# Software revenue growth is the key revenue growth driver
beeause it tends w stimulate our other revenue. The
chief source of software revenue is fees customers pay for
software licenses. Generally, customers that buy software
licenses also enter into maintenance contracts and these
generate recurring maintenance revenue after the soft-
ware sale. Maintenance coniracts cover support services,
regular software maintenance, and software updates and
enhancements. Software revenue also stimulates service
revenue from consulting and training sales.

m The third measure we use is adjusted operating margin,
which is the ratio of our adjusted operating income to
total revenue, expressed as a percentage. It measures our
overall operational process efficiency and the perform-
ance of our core business (software licenses and mainte-
nance, consulting, and training). For an explanation of
how we derermine adjusted operating income, see the
Non-GAAP Measures section (below).

We also use performance measures = chiefly net
financial income/expense and the effective Group tax rate —
o manage non-upcrnling items:

& Financial income reflects the return on liquid assers and
capital investments. To manage financial income, we
focus an cash flow, the compasition of the liquid asset and
capital investment portfolio, and the average race of inter-
est at which assets are invested. Another aspect is manage-~
ment of working capital by reducing the days’ sales out-
standing for reccivables.

@ The cffective Group tax rate is the ratio of income raxes
{in accordance with U.S. generally accepted accounting
principles (U.S. GAAP)) to income before income taxes
and minority interests, expressed as a percentage.

Earnings per share (EPS) is a measure of the overall
performance of the Group, because it carches all operating
and non-operating elements of income. It represents che
portion of consolidated net income allocable w each SAY
share outstanding (using the average number of shares our-
standing over the reporting period). Earnings per share are
influenced not only by vur operating and non-operating
business burt also by the number of shares outstanding, We
see buying back stock as another good way (in addition to
distributing a dividend) of returning value to sharcholders,
so we repurchase SAP stock for treasury pursuant to powers
granted by the sharcholders at their general mectings.

Our holistic view of the performance measures
described above and our associated analyses together make
up the information base we use for valuc-based manage-
ment. Planning and control processes manage the compila-
tion of these key measures and their availability to the
decision makers.

Our long-term strategic plans are the starting point
for planning and controlling processes, including creating a
multivear plan: We identify future growth and proficability
drivers ava highly aggregared level. The process is intended
tw identify the best areas in which to targer sustained invest-
ment. The next seep is to distil) multiyear plans for areas of
devetopment and for customer-facing and support func-
tions, and for marketing to break them down by region. We
allocate resources to achieve targets derived from detailed
annual plans. At the lowest level of performance monitor-
ing, we also use quarterly forecast processes to quantify
degrees of sirategy realization and identify any deviations
from plan. We closcly monitor the concerned units in
the Group to analyze such developments and define any
appropriate actions.

The entire network of planning, control, and repor-
ing processes is implemented in integrated planning and
information systems across all organizational units so that
we can conduct the evaluations and analyses needed to
make informed decisions. For example, we can precisely
analyze differences in profitability between subsidiaries or
probe into the impact of revenue growth on income.




NON-GAAP MEASURES

This review of operations discloses cersain financial meas-
ures, such as adjusted operating income, adjusted operating
margin, adjusted operating expenses, adjusted net income,
adjusted earnings per share (adjusted EPS), cash carnings
according to DVFASSG, free cash flow, and constant cur-
rency period-over-period changes in revenue and operating
income, that are not prepared in accordance with U.S. GAAP
and are therefore constdered non-GAAP measures, Our
non-GAAP measures may not correspond to non-GAAP
measures that other companies report. The non-GAAP
measures that we report should be considered as addivional
10, and not as substitutes for or superinr to, revenue, operat-
ing incume, operating margin, net income, cash fows, or
other measures of financial performance prepared in
accordance with U.S. GAAP. Our non-GAAI' measures are
reconciled to the nearest U.S. GAAP mieasure in this report.

Adjusted Operating Income, Adjusted Operating Margin,
Adjusted Expenses, Adjusted Net Income, Adjusted EPS
We believe thaitis of interest to investors to receive infor-
mation on past and future-oriented financial data relied on
by our managemeat in running our business — in addition
to financial data prepared in accordance with U.S. GAAD.
We have implemented an integrated management
approach. We use consistent data ro manage the perform-
ance of the Group: for our planning, forecasting, reporting,
compensation, and external communicacions. This
approach measures the performance of bath management
and employees by reference to financial resules each can
actually influence, and not to results over which we have no
directinfluence, We have identified two operating cost cle-
ments that management and emplovees cannor influence
direcly: stock-based compensation and acquisition-rclated
charges. Our management and employees cannot direcely
affect the expense for stock-based compensation because the
fair value of SAP stock, which directly impacts its stock-
based compensation expense, is strongly influenced by fac-
tors vutside the control of SAP, including the overall stock
marker and the share price fluctuations of other companies
in the same industry. A substantial postion of vur stock-
based compensation plans are cash-seitled and therefore
classilied as liabilitics, so our stock-based compensation
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expense — where unhedged — fluctuates in response o SAP
stock price movements. Although acquisition-related
charges include recurring items from past acquisitions, such
as amortization of acquired intangible assets, they also
include an unknown component, relating to currenc-year
acquisitions. We cannot accurately assess or plan for that
unknown component until we have finalized our purchase
price allocation. Similarly, our adjusted net income also
excludes any impairment-related charges resulting from
ather-than-temporary declines in the marker value of
minority investments, which by their very nature are out-
side of SAI's contral.

We eliminaie the lolfowing expenses from adjusred
expenses, adjusted operating income, adjusted operating
margin, adjusted ner income, adjusted EPS, and other
adjusted measures based on adjusted expenses:

u Stock-based compensarion, including expenses for stock-
based compensation as defined under U.S. GAAP as
well as expenses related to the settlement of stock-based
compensation plans in the context of mergers and
acquisitions

® Acquisition-refated charges, including amortization of
identifiable intangible nssets acquired in acquisitions of
businesses or intcllectual property

8 Impairment-relared charges, including other-than-
temporary impairment charges on minority equity invest-
ments

Adjusted expenses and adjusted operating income
reconcile to the nearest U.S. GAAF measure as follows:
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Reconciliation Adjusted net income and adjusted EF'S reconcile to the
Stock- nearest U.S. GAAP measure as follows:
Based
Compen- |Acquisition- -
U.S. GAAP sation|  Foloted| Adjusted “(“““"“""’"
Moasure | Expenses Chargas| Maasure net ofter tax)
€milions | € millions| € milions | € mitlions Stock-
Based
2006 Compen- | Acquisition- | Impairment.
Software and LS. GAAP sation Related Ralated Adjusted
maintenance cost 1,100 9 25 1,066 Measure | Expenses Charges Charges Measure
Cost of service 2,078 16 1 2,061 2006
Research and Net
developmant 1335 33 15 1.287 income
Sales end marketing 1.815 19 2 1.894 in €
millions 1.871 n 27 1 1.970
General and :
administration 465 22 0 443 Eamings
" per share]
Other income/ in€ 1.53 0.06 0.02 0.00 1,81
expense, net -5 0 0 - 56
Total cperating
expenses 6,837 99 43 6.695 2005
Not
income
Operating income 2,565 99 43 2107 in €
’ millions 1,486 31 F4 4 1,552
2008 Earnings
Software and per ghare
maintenanca cost 293 4 25 964 in€ .21 0.02 0.02 0 1.25
Cos: of service 1925 12 1 1,912
Research and 2004
development 1.089 1" ? 1O71 Net
Sales and marketing 1.746 9 1 1,736 income
General and tn €
edministration 435 9 o] 428 millions 1311 24 18 5 1,368
Other income/ Earnings
expense, net -6 0 o] -6 per shara
! in€ 1.05 0.02 0.02 0.00 1.09
Total operating
expenses 6.182 a5 34 6,103
Operzting Income 2.331 45 M 2,410 The adjusted operating income measures disclosed are
the same measures that we use in our internal management
2004 reporting. Adjusted operating income was a key criterion,
Softwara end along with software revenue growth, for performance-
maintenance cost 916 2 L 8931  related elements of management compensation.
Cost of servica 1,784 19 ] 1,759
Research and
development 908 2 9500
Sales and marketing 1,524 8 1.515
General and
administration 66 3 0 383
Onher income/
axpense. net -2 0 0 -2
Total operating
expenses 5,496 3B 30 5.428
Operating income 2.018 38 30 2.086




In addition, in the past we gave full-year and long-
term guidance based on non-GAAP financial measures. The
guidance was provided on adjusted operating performance
excluding stock-based compensation expenses and acquisi-
tion-retated charges to focus on components that reflected
the operational performance that management could
direccly influence and reasonably forecast for the periods
covered by the guidance. Furthermore, by providing guid-
ance based on adjusted income measures, we avoided having
to update our market guidance whenever acquisition-
related expenses changed, non-recurning impairment-
related charges were recorded, or the cost of stock-based
compensation fluctuated because of a change in the price of
SAP stock. Up to and including 2006, we did not provide
guidance on U.S. GAAP operating margin and earnings per
share measures because those measures include expenses
such as stock-based compensation, impairment-related
charges, and acquisition-related charges.

We believe that the adjusted income measures have
limitations, particularly as a result of the elimination of cer-
tain cost elements that may be material to us. We therefore
do not evaluate our own past performance without con-
sidering both adjusted income measures and U.S. GAAY
income measures. We also regularly analyze the differences
between adjusced income measures and the respective most
directly comparable U.S. GAAY income measures. We cau-
tion the readers of this report to follow a similar approach
by considering the adjusted income measures only as an
additional measure to, and not as a substitute for or superi-
O Measure o, reveniie, 0perating income, operating
margin, net income, cash flows, or other measure of finan-
cial performance prepared in accordance with US. GAAF.
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Constant Currency Period-Over-Period Changes

We believe it is important for investors to have information
thar provides insight into our sales growth. Revenue
measures determined under U.S. GAAP provide informa-
tdion that is useful in this regard. However, both growth in
sales volume and currency effects impact period-over-
period changes in sales revenue. We do not sell standardized
units of products and services, so we cannot provide rele-
vant information on sales volume growth by providing data
on the growth in product and service units sold. To provide
additional information that may be useful to investors in
breaking down and evaluating sales volume growh, we
present information about our revenue growth and various
values and components relating to operating income that
are adjusted for foreign currency effects. We calculate
constapt curtency year-over-year changes in revenue and
operating income by translating foreign currencies using
the average exchange rates from che previous (comparator)
year instead of the report year.

Constant currency period-over-period changes
should be considered in addition to, and not as a subsriture
for or superior to, changes in revenues, expenses, income, or
orher measures of financial performance prepared in accor-
dance with US. GAAPR

We believe that data on constant currency period-
over-period changes have limitadons, particularly as the
currency effects that are eliminated constituce a significant
element of our revenues and expenses and may severely
impact our performance. We therefore limit our use of con-
stant currency period-over-period changes to the analysis of
changes in volume as one element of the full changeina
financial measure. We do not evaluate our growth and
performance without considering both constant currency
period-over-period changes on the one hand and changes in
revenues, expenses, income, or other measures of financial
performance prepared in accordance with US. GAAP on
the other. We caution the readers of this report to follow a
similar 2pproach by considering constant currency period-
over-period changes only in addition ro, and not as a substi-
tute for or superior to, changes in revenues, expenses,
income or other measures of financial performance pre-
pared in accordance with U.S. GAAF.
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Constant currency year-over-year changes in

revenue and operating income reconcile 1o the respective
unadjusted year-over-year changes as follows:

Cash Earnings According to DVFA/SG

Cash earnings according to DVFA/SG is an adjusted cash
flow measure developed by the Society of Investment Pro-
fessionals in Germany to improve comparability berween
companies,

Contant. Cash earnings according to DVFA/SG should be con-
Percentago| Currency sitlered in addition to, and not as a substitute for or superior
Change | Percentage s .
From2005|  Change to, cash flow or other measures of liquidity and financial
to 2008 | From2008| Curreney| performance prepared in accordance with U.S. GAAP. The
on Roported | to 2006 Effect|  reconciliation from cash earnings according to DVFA/SG
% % % to net income is shown in the Investor Relations section.
Softwara revenve 10 12 -2
Meaintenance revenue 11 12 -1 Free Cash Flow
Software and maintenance revenue " 12 -1 We believe thae free cash flow is a widely accepted supple-
Consulting revenue 9 10 -1 mental measure of hiquidity. Free cash (low measures a
Training revenus 12 12 0| company's cash flow remaining after all expenditures
Service revenue 10 10 0] required ro maintain or expand the business have been paid
Othar revenus 1 3 -2 off. We calculate free cash flow as operating cash flow
Totol rovenue 10 1 -1 minus additions to long-lived assets excluding additions
from acquisitions.
Soltwars rovenue by region: Free cash flow should be considered in additien to,
Germany" ? 7 0| and not as a substitute for or superior to, cash flow or other
Aest of EMEA region” 12 12 0] measures of liquidity and financial performance prepared
EMEA regian®! 10 19 0! inaccordance with U.S. GAAP.
United States"! 9 13 -4 Free cash flow reconciles to net cash provided by
Rest of Americas fegion! 25 22 +3]  operating activities as follows:
Americas region!! 12 15 -3
Jepan? 7 17 -10 2008 2008 2004
Rest of Asla Pacific Jepan region!! ? e} -2 € miions | € milions| € millions i
Asip Pacific Japan region'! 12 -5 Net cash provided by opersting
Software tevenus 10 12 -2 aclivities 1,847 1,608 1.845
Additions to long-lived assets

Total revenus by region: exchuding additions from acquisitions - 2687 - 262 - 193
Germany") 5 5 0 Frea cash fiow 1,480 1,348 1.852
Aest of EMEA region'! 1" 1" 0
EMEA region!! g 9 0
United Stotes? 12 14 -2
Aest of Americas region" 1a 16 +2
Americas rogion'! 13 14 -1
Japan" 8 14 -8
Rest of Agia Pacific Japan region® 14 16 -2
Agia Pacific Japan region't n 15 -4
Total ravenue 10 " -1
Operating income 10 1 -1

" Based on customer locstion,




ECONOMIC CONDITIONS
GLOBAL ECONOMY

According to analysts at the International Monetary Fund
(IMF), the global economy continued on its path of positive
growth throughout the course of 2006 and even exceeded
expectations, as stated by the IMF in its most recent World
Economic Qutlook of Seprember 2006, OQutput increased
briskly in the first half of the year, the IMF reports. Al of the
indicators were pointing to further significant global growdh
in the final two quarters of 2006, For 2006, the IMF projects
5.1% year-over-year global ouiput growth.

The IMF reports that groweh was particularly strong
in the United States early in the year, although the cooling
real estate market slowed the economy in the second quar-
ter of 2006, It was still too early o see precisely how much
this continued ro impact the U.S. economy in the period
July through December, since it would depend upon how
well business fared in the face of higher commodiry prices,
among other factors. Nonetheless, the IMF was upbeat
abour the resilicnce of the U.S. economy and continues ro
project U.S. Gross Domestic Product (GDP) growth of 3.4%
in 2006 (2005: 3.2%). The Organisation for Economic Co-
operation and Development (OECD) views che economic
slowdown in the second half of the year with more concern,
and sees a risk that the projection might require a down-
ward correction. However, the OECD :does expect 3.3%
ecanomic growth in the United Staces in 2006.

The IMF reports chat the economics in the euro area
are growing stronger. This view projecis that euro area out-
putin 2006 will have risen more steeply than expected, likely
topping 2.4%. In any case, it would clearly outperform the
previous year's 1.3% growth. lndeed, the OECD is predicting
growth as high as 2.6% for the euro area. The upward rrend
is being driven by rhe curo area’s powerhouse economy,
Germany. There, the economy is picking up atsuch a rare
that the IMF predicts German GDP will have increased 2.0%
in 2006. In 2003, cconomic growth in Germany lagged at
0.9%.

Some of the booming market economies in the
world's emerging countries are demonstrating highly
dynamic performance. As a result, the IMF foresees 2006
growth rates for China and India of 10.0% and 8.3%, respec-
tively, The IMF also says expansion in the Japanese economy
will continue and shows sustainability. In 2006, its GDP
grew 2.7% (2005 2.6%). In Central and Eastern Europe as
well, development has remained on a positive course.

The IMF expects 5.3% output growth in this area in 2006
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(2005: 5.4%). Russia's economy forged ahead in 2006, contin-
uing the pusitive trend seen in previous years and growing
some 6.5% (2005: 6.4%).

According 1o projections of the [MF, the volume
of world trade increascd by 8.9% overall in 2006 (2005: 7.4%).
Emerging markets in particular recorded 13% growth in
imports. The OECD assumes that total world trade grew
9.6% in 2006.

IT INDUSTRY: EXTENDED GROWTH TREND IN THE
IT MARKET

The respected U.S. market-intelligence provider IDC stated
that the market for information rechnology (IT) developed
positively over the course of 2006, though demand has lost
somie of its momentum since the second quarter. IDC
projects that USS1,160 billion was spent on IT in 2006 (which
is 6.3% more than in 2005), thanks to stable economic
conditions. In 1DC’s analysis, the IT market comprises the
hardware segment (US$447 billion), the software segment
{packaged soltware (US$244 billion), of which spending on
system infrastruciure software, applications development,
and applications are part). and the associated services
segment (USS$464 billion),

Within the sofrware market, system infrastructure
software sales grew faster than the overall IT marken average.
The market volume of the applications software segment,
the main focus of our activity, likewise recorded consider-
able gains. IDC believes sales of applications in 2006
increased 7.3%, while the overall packaged software market
enjoyed grow(h of 8.0%. Gartner, another market researcher
specialized in the IT industry, reports a similar level of
growth in the software marker (+7.3% in 2006) and projects
7.0% increase in the applications segment in 2006.

According to our own calculations based on IDC's
dara, the core enterprisc applications market addressable by
SAP in 2006 was worth some US$33 billion, an increase
since 2005 of about 6.9%. That marker includes enterprise
resource planning (ERI’), customer relationship manage-
ment (CRM), supply chain management (SCM), and
manufacturing software and maintenance revenue. In the
market for smaller businesses with headcount between 100
and 1,000, growth was somewhat stronger (7.3%) than in mid-
size companics with up to 2,500 employees (6.9%) and large
enterprises employing workforces larger than 2,500 (6.5%).

2006 saw the IT marker in North America expand by
6.0%, while IDC reports that the infrastrucrure sofrware
segment showed particularly lively development there in
2006, with projected growth of around 10.2%. This ongoing
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wrend, which is still gaining strength, is driven by the need of
enterprises for greater I'T security, eptimized infrastructure,
high-performance management instruments, and system
integration technology. IDC sees dynamic movement in the
application software business as well, which expanded 7.3%
in 2006. One important basis for this growth is the rising
interest of enterprises in srrategic solutions such as business
intelligence.

Growth in the IT market in Western Europe was
more subdued than IDC projected early in the year. It
adjusted its projection for 2006 growth from 6.9% to 4.0%. In
IDC’s analysis, postponement of planned investments until
2007 caused this reduction. Demand for packaged software
and IT services in Western Furope held well ar above-average
rates, with growth rates of 6.7% and 5.0% respectively. Al
subsegments enjoyed good demand.

In Germany, IDC reporis that overall the IT business
expanded 2.9%. The packaged software segment of that mar-
ket grew 6.1%. At 5.4%, growth in the software applications
segment was similarly high in 2006, [DC reported. In ics
industry barometer published in late fall 2006, the German
Association for Information Technology, Telecommuni-
cations and New Media (BITKOM) likewise noted the
buoyant mood in the German IT market. Some 70% of com-
panies surveyed by BITKOM projected sales increases for
2007, In parricular, software vendors and IT service providers
remained optimistic. in BITKOM’s view, a sustained trend
has emerged of an economy investing strongly in IT, with
the focus on projects targeting increased efficiency of opera-
tional processes.

The [T market in Central and Eastern Europe, while
only one-tenth the volume of the Western Europe market,
proved very dynamic, according to IDC. 2006 saw spending
on IT in this region increase 15.5%. Russia, where demand
increased 18% in 2006, was the main source of this growth.

As reported by IDC, the dynamism of IT business in
the Asia Pacific Japan region, with growth in 2006 of 6.7%,
was influenced mainly by buoyancy in China and India. In
Japan specifically, business is showing signs of a slight re-
covery. IDC slightly raised its prediction for the growth of
demand in Japan in 2006 from 1.4% to 1.5%.

In relation to its projections, 1DC identified econo-
mists’ declining confidence in the progress of the U.S, econ-
omy (the United States being the largest single market for
IT) as a source of uncertainty in months to come.

BUSINESS AT SAP
MISSION AND STRATEGY

Trends and Orientation

New and constancly changing trends cause ever-shifting
customer requirements. One such trend is the rise in the
expectartions of consumers, who increasingly dictate what
products and services are offered on the market. This leads
to another major trend: frequent and radical shifes in busi-
ness models. Add to these today's casier access to capital
worltdwide, the impact of globalization on the individual’s
working environment, tighter regulation, and — not 1o be
forgotten — the increasingly important role of IT as a driver
of business model innovation.

Such rapid, multdimensional change comes wich
increased complexity. We view this complexity as creating a
need for embedding IT throughout business organizations
and their processes. Companies are recognizing that IT plays
a critical role in controlling and simplifying this complexity,
Thus, we believe our customers view IT as taking over a new
strategic role in supporting growth, a departure from the
formerly prevalent view of IT as a driver of cost efficiency.
Moving forward, we expect IT to become straregic (o busi-
ness and be the enabler of continuous business innovation
and operational excellence.

Qur mission therefore remains: We will define and
establish undisputed leadership in the emerging market for
business process platform solutions, accelerate 1T /business
innovation lor firms and industries worldwide, and thus
contribute to economic development on a grand scale.

Based on these significant changes, our mission must
be to deliver products and services that empower our
customers:

m To be innovative

@ To succeed with their business strategy

® To lift che productivity of their employees

® To comply with laws and regulations that apply to their
effores




The value customers derive from working with us
is the key to growing prosperiry. Thus, we intend not only
to further expand our traditional core business, bur also to
unlock new business wirh smatler companies,

Expanding our Traditional Core Business

We have grown strong with our strong customer base
comprising many large glabal corporations and larger mid-
size companies with between 1,000 and 2,500 employees.
Such companies use SAP Business Suite applications,
inctuding the SAP ERP application, and SAP All-in-One
solutions to automate their basic business transactions,
enabling better management and governance.

We are adapring SAI' Business Suite applications and
SAP All-in-Oune solutiuns for a new service-oricnted archi-
ecrure (SOA) for business applications, known as enterprise
SOA. These applications, based on SAP NetWeaver, consti-
tute a business process platform on which our customers
and partners can flexibly evolve original solutions, business
processes, and business models.

Pariners that develop their products on our SAD
NetWeaver platform help us win new customers —and new
segments. We will work with partners to grow the spectrum
of solutions for specific industries. We see potential for more
growth in all regions, and we believe the Americas and Asia
are especially promising,

We expect vur customers will increase their use of
SAP systems 1o analyze daua, recognize trends, and gather
information on which o base decisions, We intend to
create conditions for more productive work by providing
crossovers berween formally structured information in
SAP systems and more loosely structured informarion in
C\'Cl')'dﬂ)' dCSk[Op cn\'irm‘lmcms.

Developing New Midmarket Business

We already successfully serve customers in the upper mid-
market (1,000 co 2,500 employees) with SAP All-in-One
solutions. Companics at the lower end of the midsize range,
with about 160 to 1,000 employees, have specific require-
ments for sofeware solutions, They tend ro sce a shortime
to value, minimum risk, and predictable cost as more
important than a wealth of functions. Many such compa-
nies do not belicve that their needs can be met by classic
software offerings or by the available on-demand solutions.
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We intend to open up this market segment with
a completely new approach to business software. Qur
new sotution, code-named “A18," aims to fully explon the
advantages that an enterprise SOA offers for business soft-
ware. The new solution offers smaller midsize companies
countless innovations aimed at faster, lower-risk implemen-
tation, continuous adaptability, and casier user adoption.
We will marker this offering using our new try-run-adapt
business model as a trial solution, providing customers
with a complete, personalized version of A1S to west before
actually buying the software.

We believe that by combining a completely new
producy concept and an innovative business model we will
gain access (o new streams of potential revenue in a still
largely untapped segment. We will invest in sales channels,
process, infrastructure, and human resources, all oriented
toward new customer relationships and a big, diversified
partner ecosystem. We expect this will enable us to build
profitable volume business.

Strategy for Growth

We will continue 1o direct our sirategy toward growing our

software revenue (increasingly from subscriptions and other

software-related services). We plan o realize our potential
for growth as follows:

w Organic growth: By supporting our growth straregy
principally through organic development of our product
portfolio,

® Co-innovation: By expanding our partner ecosystem
1o accelerate innovation by supporting the development
of solutions and enterprise services built on the SAI
NetWeaver platform — and 1o leverage sales forces 10
address the various marker and customer segmenis,

® Smart acquisitions: By rargeting strategic “fill-in” acqui-
sitions to add to our broad solution offering within indus-
tries or across industries by gaining specific technologies
and capabilities that meet the needs of our customers.
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SIGNIFICANT RESULTS AND EVENTS @ Our adjusted net income rose 27% 10 €2.0 billion (2005:
€L.6 billion). Adjusted EPS rose to €1.61 (2005: €1.25),
The improvements in adjusted net income and adjusted
EPS (€85 million and €0.07 respectively) were in some part
due to nonrecurring tax effects resulting from regulation

changes in various countries thar reduced effecrive tax

Profitability Target Surpassed; Revenue Goal Missed

In a field chat remained fiercely comperitive in 2006, we
again achieved substantial increases in revenue and in prof-
itability measured in terms of adjusted operating margin.
Each region contributed, with above-average growth in rates in the second and fourch quarters. In this respect we
Brazil, Russia, India, and China (known as the BRIC coun- comfortably met our prediction that adjusted EPS would
rrics), be above vur guidance range of £1.43 to £1.50.

® We did not achieve our target for software revenue m Each of the three sales regions reported double-digir

with maintenance revenue (the combination previously
named product revenue), which we published at the
beginning of 2006 in our business outlouk, the guidance
for investors. Nonetheless, our growth percentages were
in double digits —and strong enough (o0 again improve
our competitive position. Year over year, our combined
software and maintenance revenue grew 11% to €6.6 bil-
lion (2005: €6.0 billion). On a constant currency basis,
software and maintenance revenue grew 12%, We did nor,
therefore, achieve the growth in the 13% 0 15% range

on a constant currency basis we had foreseen in our pub-
lished guidance.

We set the combined software and maintenance
revenue growth guidance for 2006 at 13% to 15% assuming
an increase in software revenue ol between [5% and 17%
and a U.S. dollar to euro exchange rate of US$1.23 per
€1.00. Qur software revenue was €3.1 billion, a year-over-
year increase of only 10%. On a constant currency basis,
software revenue grew 12%.

Increasingly, our large enterprise customers
entered into strategic relationships with us in the form
of global enterprise agreements. We concluded four such
agreements in 2006. US. GAAP requires us to recognize
the revenue from such agreements in stages over several
}'Eﬂl"ﬁ.

Year over year, our total revenue grew H% to
€9.4 billion (2005: €8.5 billion). On a cunstant currency
basis, our total revenue grew 11%,

® Our adjusted operating margin improved 0.5 percentage

points to 28.8%. That improvement was ar the lower end
of the guidance range of 0.5 to 1.0 percentage points that
we announced at the beginning of the vear.

percentage growth in software revenue on a constant
currency basis in 2006. (We allocate revenue according to
the location of the customer.) It was the first time since
2000 chat growrth was so even across the regions. Adjusted
software revenue grew 15% in the Americas region, 12% in

the Asia Pacific Japan region, and 10% in the EMEA region.

Both in Japan and in Germany our adjusted software

revenuc increased substantially, by 17% and 7% respectively.
® As announced, we launched many new and enhanced

products in the course of the year, such as our SAP CRM
on-demand sotution, Duer Software for Microsoft Office
and SAP (Duet), the SAP xApp Analytics composite appli-
cation, and a new version of SAF ERP that features enter-
prise services. Demand for SAP ERP is especially high, and
by the end of the year more than 4,000 customers were
already using itin live operation. '

m Our volume business model for the SME segments again

proved successful, and in 2006 we consolidated our lead-
ing position. The year saw our channel partner and
customer numbers grow rapidly: The number of midsize
companies using SAP All-in-One solutions grew 23% to
approximately 9,500, and the number of channel partners
grew 29% 1o 940, OQur SAP Business One small business

application channel partners grew 21% in number to 1,300,

By the end of the year, channel partners offering SAP
Business One were serving 12,800 customers —a 41% year-
over-year increase,




® [n 2006, we again gained scgment share—an additional
2.8 percentage points — among vendors of core enterprise
applications. Globally, our share (measuring software
revenue) anong the core enterprise application vendors
reached 24% by the end of 2006, Our share thus remains
more than wwice the size of that of the competitor with
the next largest share. Based on information from indus-
try analysts, we estimate the rotal revenue of all core
enterprise application vendors to be US$16 hillion a year.

Planned Expansion of Products and Sarvices Portfolio
Uniil the late 19905, companies typically deployed multiple
hardware and software sysiems to manage their enterprise
processes. In recent years, they have had to adape their busi-
ness models and processes to ever shorter innovarion cycles
and changing conditions. The rate of change that the busi-
ness environment demands threatens to oucstrip the ability
of classic IT to respond quickly and efficiently. 1n response,
we began as early as 2003 to adapt our portfolio of products
to the new environment, mapping a route to a flexible new
enrerprise SOA for software,

Onc key benefit of enterprise $DA is chat you can
rapidly map complex business processes with reusable appli-
cation elements called enterprise services. Companies can
use them to flexibly compose or alter applications as rapidly
as their markets and business process needs change. Our
platform for realizing enterprise SOA is SAP NetWeaver. The
SAP ERP version we shipped in 2006 harnesses the potential
of enterprise SOA. SAP ERP gives our customers both reliable,
core ERP software and the means to flexibly add innovative
busincss processes using enterprise services. We have already
made more than a thousand enterprise services for the SAP
NetWeaver platform available to our customers. Together
with these enterprise services and the SAP NeeWeaver plat-
form, the latest version of SAY ERP can be used as a business
process platforn.

Along with a new version of SAP ERP, we rolled ourt
new salurions for information workers in 2006. They include
Duet, which we developed jointly with Microsolt, as well
as the SAP xApp composite applications for analyvtics and
personal productivity, and the SAP CRM on-demand solu-
tion. In 2006, we continued to add o the SAP xApp family
of composite applications. These help companies speedily
adapt to changing conditions and drive innovation. There
were aiready mare than 150 composite applications available
by the end of 2006.
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We also added to the range of solutions for the SME
markct: Qur pareners collaburate with us to provide about
600 different SAP All-in-One solutions, which approximare-
ly 9,500 customers in more than 50 cauntries have deployed.
SAY Business One, which is fully committed 10 serving the
needs of small companies operating in a dynamic business
environment, was given additional e-commerce and CRM
capabilities. SAP Business One has capabilitics for many
kinds of work involved in successfully managing a business,
such as bookkeeping, reporting, sales and marketing, pur-
chasing, and warehousing and inventory. SAP All-in-One
solutions are tailor-made 10 meet the requirements of mid-
size companies in specific industries. They are quick-to-
imptement, affordable, preconfigured solutions based on
the SAI" Business Suite.

In 2006, we added further developer network services
for people working on solutions for small businesses and
midsize companies in the SAP All-in-One and SAP Business
One ecosystems. We linked them closcly into the SAP
ParenerEdge program, our global multilevel program for
value-added resellers (VARs) and [SVs. The new services
include a partner confidence rating system, a value points
system for partner rewards, and new tools to help integrac-
ing, cerrifying, and testing solutions faster. The aim is to
combine our partners’ industry and process experience with
the functions of our solutions for the SME segment.

In view of the structural changes among some of our
competitors in recent years and the resultant uncertainties
for their customers, we developed and in 2006 substantially
expanded the Safe Passage program. Safe 'assage is a com-
prehensive offering for Oracle customers of all sizes that
wish to shift away from Oracle products and the products of
).D. Edwards, PeopleSoft, Retek, and Sichel Systems acquired
by Oracle. The Safe Passage program offers companies
protection for their investment in those software vendors'
products, dircct access to our market-leading ERP and other
solutions, support from us with arranging finance, immedi-
ate access to the SAP NetWeaver platform for application
integration, and migration services. A subsidiary of ours,
TomorrowNow, and the ecosystem of partners supporting
small and midsize companies provide mainienance and
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software supporr services for Oracle products and the
products of Oracle acquisitions. In September 2006, we
extended the Safe Passage program to include customers of
Baan, a formerly independent software vendor, in the
EMEA region. The Safe Passage program won approsimately
485 customers for SAP solutions in only two years. They
include Alcaldia del Chacao, Dubai Aluminium Company
Limited, La Caixa, Oncology Therapeutics Netwaork, and
Philadelphia Media Holdings, LLC., amang others,

At the end of January 2006, we announced we would
expand our portfolio of support services with the intro-
duction of SAP Premium Suppaort, which can significantly
increase the value of SAI solutions, Available on a global
basis, the new offering provides an additionat oprion for our
custnmers seeking heightened levels of responsiveness and
individual attention, enhanced access vo SAY experise,
and new opportunities to drive down IT operating costs.
SAP Premium Support is based on customer and market
research, revealing customers’ increasing recognition of the
importance of support and preference for ever closer
engagement with us throughout the deployment life cycle.
The offering provides a new option in between SAP Scan-
dard Support and SAP MaxAttention, a high-end offering
tailored to match the specific needs of larger global enter-
prises.

In July 2006, we announced enhancements to the
SAP Solution Manager, our application management
solution, New functions help customers gain betrer gover-
nance, control, and traceability of the entire maintenance
management process for their SAP sofrware. In addition to
improving service processes for existing installations, the
enhancement sets the stage for an application management
infrastructure designed to support the changing service
needs of customers as they migrate 1o enterprise SOA. bt
helps customers significantly reduce the cost of implement-
ing, running, and maintaining SAP applications,

Partner Ecosystem Continues to Grow

In 2006, we continued to forge develapment alliances that

we believe will help shape our future, Examples include:

m Io the spring, we expanded our cooperation with an
Indian IT service provider, Tara Consultancy Services.
Taia became an SAP global partner for services, the first
Asian consulting company to attain this standard. Work-
ing closely with Tata, we seck 1o provide berter help to
companies of all sizes implementing service-oriented soft-
ware architectures.

w In May, we announced that we had signed several
agreements with Neusoft Group, one of China's leading
IT services and training companies. Neusoft is greadly
expanding its training offerings for SAP software, which
will help us better penerrate the rapidly growing market
in China.

® [n Seprember, we annou nced a new marketing coopera-
tion agreement with Cisco Systems, Ine. for the United
Srates and Canada, covering governance, risk, and
compliance (GRC) applications, We believe thataccess o
Cisco's service-oriented network architecture (SONA)
will help further enhance the effectiveness of our GRC
solutions.

= As announced by both companics in October, we are also
collaborating with Fujitsu in the field of services. The aim
is to help companies adopr a flexible, services-oriented IT
infrastructure. Under the agreement, Fujitsu becomes an
SAY global services partncr — the first Japan-based services
company to achieve this standard. Fujitsu is teaming with
us to market and deliver bur business applications using
Fujitsu’s high-reliability platform products and consuli-
ing services,

Acquisitions Enrich Product Portfolio

In 2006, we continued our announced policy of organic

growth complemented by selected small acquisitions 1o

enrich our product portfolio. We bought three non-SAI

software companies and acquired the chief assets of two
vthers.

m Early in the year, we completed the purchase of Khimetrics,
Inc., a privately owned U.S. company. Khimetrics makes
customer-demand management solutions that help
rerailers price and position products to manage demand,
improve margin, and accurately predict sales and income,
The acquisition of Khimetrics enhanced SAP's product
offering for che retail industry by adding the analytics
capabilities retailers need to monitor demand, price, and
profits. It complements our 2005 acquisition of Triversity,
a leading provider of point-of-sales, store inventory
management, customer relationship management, and
customer services solurions.




# In May, we completed the acquisition of Virsa Systems,
Inc., a privately-held company with 250 employees, more
than 300 enterprise customers worldwide and 2.5 miltion
users. Virsa is a leading provider of compliance applica-
tions that monitor and enforce business controls in real
time across enterprise systems and legacy applications.
Virsa applications help customers maintain compliance
with various national and international regulations, such
as the U.S. Sarbanes-Oxley Act, Basel Il, or U.S, Food and
Drug Adminiscration requirements. The completion of
the Virsa acquisition allowed us to enhance SAP solutions
for GRC, offering a holistic alternative to the fragmented
GRC point solutions available in this rapidly growing
market.

& In June, we completed the acquisition of Fricrionless
Commeree, a privately-held, leading provider of e-sourc-
ing supplier relationship management software. Head-
quartered in Cambridge, Massachusetts, Frictionless
Commerce serves large and midsize enterprises across an
array of vertical markets, including banking, insurance,
professional services, consumner products, discrete manu-
facturing, life sciences, telecommurications, and utilities.
This acquisition allows us to combine the e-sourcing
capabilidies of Frictionless with our own robust applica-
tions. Frictionless supplicr relationship management
(SRM) sofrware enables large and midsize enterprises to
effectively perform spend analysis, supplier profiling
and performance management, sourcing, and contract
management,

s Also in June, we acquired the assets of Praxis Sofeware
Solutions, a longstanding channel parcner specializing in
SAP Business One, headquarrered in Minneapolis, Min-
nesota. Praxis Software provides Web-based e-commerce
and CRM applications to small businesses and midsize
companies. The software and the Praxis employees were
incorporated into our SAP Business One operations area.
Praxis had more than 1) customers using its software
and has been SAP Business One Partner of the Year and
our Pinnacle award winner two years in a row. The SAP

Pinnacle awards recognize the efforts of pariners thau offer

their customers top quality products —solutions or
services — strengthening the partership and advancing
the business they share with SAP.
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# In December, we acquired the assets of Factory Logic, a
supplier of software for lean scheduling and supply syn-
chronization. The acquisition of Factory Logic, based in
Austin, Texas, further strengthened our hand in intcgrat-
ed manufacturing operations.

Fund To Stimulate Next Generation Applications
In May 2006, we announced the launch of a US$125 million
global fund to stimulate our ISV ecosystem to develop next-
generation composite applications on the SAP NetWeaver
platform. There are more than 1,000 ISVs actively develop-
ing on the SAP NetWeaver platform, and they have already
developed more than 1,500 solutions powered by SAP
NerWeaver. The SAP NerWeaver Fund focuses on strategic
minority investments in select companies commirted to
becoming part of the SAP ecosystem and building innova-
tive solutions for or based on enterprise SOA.
The marker has already indicated sirong endorse-
ment of the SAP ecosysiem strategy and of SAP NetWeaver
as the market-leading platform for innovation, The rapid
progress of ISV innovation building on the SAP NetWeaver
platform inspired us 1o leverage our financial resources
1o further stimulate such innovation. This provides a new
opportunity for us to focus our investments on raking a
funding leadership position with up-and-coming com-
panies that have committed to building their products on
the SAP NetWeaver platform.
The first strategic minotity investments from the
SAP NerWeaver Fund were:
= Questra Corporation, a maker of intelligenc device
management software

a ArisGlobal Huldings LLC, a provider of software solutions
for pharmacovigilance and safety, registration infor-
mation management, clinical trials management and
medical communications for the pharmaceutical, bio-
technology, medical device, and clinical research markets

# Visiprise, a maker of solutions for integrated manufactur-
ing operations

We wiil also continue to use our venture arm, SAP
Ventures, 10 invest in companies with emerging technology
that combines large market potential with high growth
opportunity. We intend these minority investments to cre-
ate positive financial returns for us and to seed innovations
that support SAP. our customers, and the [T marker.
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More Corporate Action to Reward Shareholders

in 2006, our strong financial position again gave us room for

corporate action in the interests of shareholders.

® We implemented an increase in capital from corporate
resources in December, pursuant to a resotution of the
May 9, 2006 Annual General Meeting of Shareholders. For
each share already held, SAP AG shareholders received
three additional {or “bonus”™) shares. We issued some
950 mitlion of chese bonus shares. The new shares qualify
for dividend with effect from the beginning of 2006, The
number of issued no-par common shares of SAP’ AG on
December 31, 2006 was 1,267,537,248.

The measure alters the structure of the share-
holders’ equity in SAF AG. See Note 23 in the Notes to
Consolidated Financial Statemenis section for more details. The
action has the effect of reducing the attributable value
of each share of SAP 1o make the stock more attractive,
particularly for a wider rerail investor community.

® In the course of 2006, we bought back about 28,05 miltion
SAP AG shares (equivalent to about 7.01 million before the
increase in capital) at an average price of about €41 per
share (corresponding to an average price of about €164 per
share before the increase in capital). We held 49.25 million
SAP AG shares in treasury on December 31, 2006 (equiva-
lent to about 12.31 million before the increase in capital),

Expansion of Regional Presence

We continued to improve our organizational structure in
2006, focusing not only on sales but also on research and
development (R&D).

To help us better meet customer demand in local
markets, we founded a new SAP subsidiary in Serbia and
established representative sales offices in Pakistan and
Vietnam. We united our North America and Latin America

sales regions to form one consolidated SAP Americas region.

This improves utilization of our resources by exploiting
synergies, and supporis the region along its strong growth
trajectory.

In March 2006, we expanded our R&D operations in
Shanghai to a considerable degree and moved our R&D
center, SAP Labs China, to larger premises. Today's head-
count of 400 sofeware developers working in Shanghai will
stgnificantly increase over the coming two years. Develop-
ment efforts pursued by SAP Labs China focus on software
products for small businesses and midsize companies. Our
Shanghai location forms part of the worldwide SAP devel-
opment network, which has facilities in Bulgaria, Canada,
China, France, Germany, Hungary, India, Israel, Japan, and
the United States.

In addition to conducting our own R&D, we work
with a wide range of universities and research institutes.
Within the scope of these efforts, we opened a new R&D
center in early 2006, the Engineering Center Darmscadt, on
the campus of the Darmstadt University of Technology.

We have thus established yet anorther universicy-based
research center in Germany, along with those in operation
on campuses in the cities of Dresden and Karlsruhe. The
aim of this new center is to secure and enhance our pio-
neering position with more application-oriented research.

In May, the formal opening of our new Global Ser-
vice Center in S3o Leopoldo further strengthened rhe SAP
presence and raised our profile in Brazil. This new business
location is part of a worldwide network of Global Service
Centers, of which the largest are located in China, Hungary,
India, Japan, and Germany. The Global Service Center in
530 Leopoldo, the first SAP location of chis type in Latin
America, will make a crucial contribution rowards develop-
ing specialized SAP products for customers in this region.

In May, we also announced the establishment of a
new business unit dedicated to GRC management. The
objective is end-to-end solutions for compliance with staru-
tory directives and successful risk management deploying
our existing compliance pertfolio and acquired Virsa prod-
ucts. In conrrast to convendonal products, which provide
only partial coverage, we are pursing a holistic approach to
firmly embed the legally required governance controls and
tools in a company’s IT. These solutions support compli-
ance with regulations, such as the U.S. Sarbanes-Oxley Act,
applying to listed companies, sector-specific requirements
such as emissions guidelines for the energy industry, and
the Basel Il regulations for the banking sector. With the SAP
Global Trade Service application, they alsa support adher-
ence to cross-industry rules such as international trade
regulations.




India will become the straegic base for our opera-
tions in the Asia Pacific Japan region, and in August we
opened a new office in Gurgaon. In addition, we have
opened new centers of excellence in India to serve the par-
ticular requirements of our customers there. Our plans
call fur significant investment over the next five years to
further expand our business operations in India.

In November, we created a niw line of business, with
separate leadership, for global SME, which takes on respon-
sibilivies for sales, marketing, and operations worldwide. The
new business area cooperates with the global and regional
marketing and sales teams of aur SME customer organiza-
tion, wirth the aim of berrer serving the specific require-
ments of this segment,

We have ser up regional Soludon Centers ar our
Barcelona, London, Newtown Square, Prague, Singapore,
and Walldorf locations to enable us to more rapidly expand
the range of industry solutions we offer for the midmarker.
The aim is to attract expertise — ours, and that of our
partners — toward strategically positioned units that develop
and choose industry solurions,

Significant Customer Contracts; Customer Base Grows

to 38,000

We grew our customer base by more than 6,000 1o more than

38,000 in 2006. The year was characterized by our customers’

rapid migration from SAP R/3 10 our flagship application,

SAP ERP. Customer adoption provides continuing evidence

of our global markert Jeadership as the premier provider of

ERP applications. We succeeded in generating ever more

revenue growth from sales to the midmarker. Currently, we

have more than 22,000 customers in that segment.

In 2006, we sealed contracis with a number of farge
customers and key midsize companies, inctuding these
among ochers:

& The government of France starred bringing its adminisira-
tion systems and applications up to the latest standards by
deploying SAD for Public Sector solutions on the SAP
NetWeaver platform. By 2009, all ministries and a total of
25,000 officials are scheduled o be online with the new
software.
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® The U.S. state of North Carolina selected mySAP ERY o
modernize and greatly streamline its human resources
and payroll operations.

® The Pennsylvania Turnpike Commission, operator of an
850 kilometer {532 mile) toll highway system, chose Duet,
which combines the power of SAP and Microsoft Office
software. Daer, the first product jointly developed by SAP
and Microsoft, enhances productivity by enabling
employees to use SAP business dara in the Microsoft Office
emaronment.

8 ABN AMRO, one of the Netherlands” most prominent
international banks, expanded its relationship with SAP.
ABN AMRO decided to deploy SAP's banking industry
software to optimize the management of its client
account information across its global cash management
vperations. It will use deposit management and financial
information management functions {rom the SAP for
Banking solution portfolio.

® Belarusbank, the biggest bank in Belarus, chose the SAP
for Banking solution portfolio to centralize and optimize
its business processes as pare of its drive for growth.

# Wumart Group, one of the largest and fastest-growing
private supermarker chains in China, selected SAP ERP
and SAP for Rerail wo upgrade its informacion systems and
drive profits. With the selection of SAF, Wumart became
the first Chinese supermarket chain ro implement an ERP
and retail package from a wp global enterprise software
provider. As a recail giant, Wumart extends SAP’s portfolio
of Chinese customers, which already includes leading
manufacturers, financial service providers, and petro-
chemical companies.

® Apparel specialist Chico's FAS, which operates 907 stores
in 47 states in the United States, sclected SAP for Rerail wo
support its growth strategy. With integrated applications
for merchandising, finance, procurement, supply chain
management, and product life-cycle management, SAPs
retail solution portfolio will help Chico's gain a unified
real-time view across all of its key numbers.
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m ltalian carmaker Fiat Auto is deploying the SAP for
Automotive solution portfolio including SAP ERP to sup-
port the strategic transformation of its operational busi-
ness. I is integrating disparate legacy systems with che
SAP NetWeaver platform and curting out redundant data
entry processes (rom its data exchanges with more than
20,000 suppliers to create a worldwide standard sec of end-
to-end business processes,

® Rajiv Plastics, India, selected SAP Business One ro replace
the outgrown solurion of its sales offices in Mumbai and
Sifvasa and to streamline an [T environment marked by
isolated applications that delayed the flow of information
and prevented fast and efficient decision making. The
solution is being delivered by HP, one of SAI"s partoers in
India for SAP Business One.

m Beall’s, a large Florida-based retailer operating more than
600 stores in the United States, decided to implement SAP
for Retail solutions to support its growth strategy. The
cnd-to-end retail solution porifolio from SAP will help
Beall’s standardize its business operations on one unified,
scalable platform.

® In January, Kenneth Cole Productions, a midsize designer
of apparel, shocs, and accessories that operates globally,
chose SAP for Retail solurions. The SAP software will give
the company a coordinated view of its diverse production
and merchandising operations, support its sales channels
(including Internet sales), oprimize inventory manage-
ment, and help improve the service the company offers its
customers.

® The largest hospital in the German state of Thuringia,
Jena University Hospital, which treats around 45.000 in-
paticnts a year and has a capacity of 1,375 beds, opted for a
radio frequency idenuification (RFID) sotution from SAP
and Incet Solution Services to optimize patient medica-
tion distribution. The hospital uses RFID to track and
document medication rransportation from the hospital's
dispensary to individual patients.

8 In the summer, U.S. personal compurter manufacturer
Lenovo, ranked third globally, selected the SAP for High
Tech solution portfulio to transform its core business
processes. It is focusing on integrating its global supply
chain, customer relationship management, and optimized
existing ERP processes on the SAP NetWeaver platform.

a The Unilever global enterprise agreement was another
success, Unilever was the first company in the consumer '
goads industry to sign a global enterprise agreement with i
us. Moving forward, SAP software is ser 10 become che
strategic platform at the heart of Unilever's IT architec-
ture. The agreement puts SAP in a key IT partner role in
the future of Unilever's business model.

® SAP has extended the scope of its 2005 global framework
agreement with Yodafone, the world's leading interna-
tional mohile telecommunications company, to provide
business applications and services based on the SAP
NetWeaver platform and SAP ERP o Vodafone operating
companies worldwide, SAP solutions will help Vodafone
and its operating companies to achieve its strategic goals
of reducing costs and improving business performance.

Finance Plan for SAP Solutions Finds Favor
Implementing business software solutions can represent a
major investment. Since October 2003, we have been coop-
erating with Siemens Financial Services GmbH (8FS) w0
offer the SAP Financing service to help companies invest in
SAlsolurions,

The potential of this financing service became appar-
ent in its first year, with customers in 44 countries. Qur
partners also offer our finance plan to their customers. We
target the financing service chiefly at the midmarker, and
60% of the customers that signed up were in that segment.




INCOME
REVENUE

Double-Digit Software and Maintenance Revenue Growth
In the guidance for investors we published at the beginning
of 2006, we announced the ambitious 1arget of increasing
software and maintenance revenue between 13% and 13%
compared to the previous year. This growth rate was based
on our prediction of software revenue growth in the range
13% 1o 17% compared 1o the previous vear, and on an '

assuned U.S. dollar 1o curo exchange rate of US$1.23 per €1.

Later in the year, we added that it appeared less likely that
software revenue growth or software and maintenance
revenue growth would reach the upper end of the original
guidance ranges. We did not achieve those guidance targets:
Software and maintenance revenue rose 11% (12% on a con-
stant currency basis) o €6,605 midlion (2005: €5,958 million;
2004: €5,184 million), while sofrware revenue increased 10%
(12% on a constant currency basis) to £3,072 million (2003
€2,783 million; 2004: €2,36] million)}. However, both software
revenue groweh and software and maintenance revenue
growth were in double-digits for the third successive year.

Software and Maintenance Revenue
in € millions | change since previous year

4714 4716 5,164 5,958 6,605
0% 0% +10% +15% ~11%
6,000
4,500
3,000
1,500
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We define our segment share as SAl"s share of the total
software revenues of organizations offering core enterprise
applicarions. Based on information from industry analyses,
we estimate that total e be US$16 billion in 2006. In 2006,
we increased our share of the global segment 2.8 percentage
points to 24%. In the U.S. market our segment share, simi-
larky defined, was 13% a1 the end of 2006 (2005: 11%). In chis
improvement in our market positon and healthy, double-
digit growth we see vindication of our approach, which is to
earn the confidence of customers with our clear, innovarive

praduct strategy, in-depth understanding of the industries
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our customers operate in, and a superior producr offering -
and on rthat conlidence to build long-term business rela-
tionships.

Our customer base continued to grow, and in 2006,
based on the number of contracts among orders received,
31% of our software revenue was attriburable (o contracts
with new customers (2005: 33%; 2004: 32%). The number of
new software license concraces valued ac €10,000 or more
increased 17% 1o 10,288 (2005: 8,820 contracts; 2004: 7,216 con-
tracts). The total number of orders we received grew 14%, so
the trend coward more bucsmaller contraces continued.

Software Revenue
in € millions | change since previous year
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Maintenance Revenue Graws 11%, Service Hevenue
Rises 10%

Maintenance revenue rose 1% o €3,533 million (2005:
€3,175 million; 2004: €2,823 million). That corresponds to a
12% increase on a constant currency basis. We concluded
our first global enterprise agreements, Drafted as sub-
scription contracts, global enterprise agreements include
both the license grant and the maintenance provisions.
We concluded such agreements to a rotal value of about
€400 million, which will be recognized as revenue overa
period of years. The portion of our toral revenue that was
from software and maintenance was within our planned
range for 2006 ac 70%,

We again focused more on the profirability of our
consulting business than on its growth. By improving
resource utilization, we nonetheless again achieved a 9%
increase in consulting revenue (10% on a constant currency
hasis} despite continued pressure on prices. As in 2003, our
training business benefited from alignment with the con-
sulting business, which helped drive growth through joint
customer engagement. Revenue from training increased
12% (12% on a constant currency basis)— the second double-
digit year-over-ycar increase in succession. Service revenue =
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the sum of consulting and training revenue — increased
10% {10% on a constant currency basis} 10 €2,723 million
(2005: €2,482 million; 2004: €2,273 million).

Revenue Breakdown by Type of Activity
in € millions | percent | change since previous year |
constant-currency change since previous year

Treining 383
A% | +12% | +12%

Softwars 3,072
33% | +10% | +12%

Consulting 2,340
25% | +9% | +10%

Other 74
1% | +1% | +3%

Maintenonce 3,533
%+ 11% | +12%

Total Revenue Growth in Double Digits

Because we achieved double-digit growth in most fields of
activity, our total revenue increased 10% (11% on a constant
currency basis) to €9,402 million (2005: €8,513 mitlion; 2004:
€7,514 million). Thus, 2006 was the second year in succession
in which we achieved a double-digit rise in total revenue.

Total Revenue
in € millions | change since previous year
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Revenue Grows in All Regions

in the business outlook wa issued for investors at the begin-
ning of 2006, we forecast that the Americas and the Asia
Pacific fapan regions would lead che drive for revenue
growth in the SAP Group, Neither region disappointed. In
the Americas, software revenue climbed 12% (15% on a con-
stant currency basis) to €1,150 million (2005: €1,027 million;
2004: €780 million). Total revenue for the region rosc 13%
{14% on a constant currency basis) in 2006 to €3,393 million
(2003: €3,000 million; 2004: €2,424 million). Qur U.S. business

contribured the lion's share of this growth. In the Unired
States, software revenue grew 9% (13% on a constant currency
bnsis) to €892 million (2005: €820 milkion; 2004: €625 million),
and total revenue rose 12% (14% on a constant currency
basis) to €2,617 million (2005: €2,343 million; 2004: €1,894
million). Latin America also reported software revenue
increases in double digits. Brazil’s 50% increase was particu-
larly noteworthy.

In 2006, Asia Pacific Japan region software revenue
increased 7% (12% on a constant currency basis) 1o €388 mil-
lion (2005: €363 million; 2004: €289 million). The region's
total revenue rose 11% (15% on a constant currency basis)
from €1,000 million in 2005 o €1,107 million in 2006 (2004;
€367 million). The results from che emerging markets of
China and India were especially welcome: They both reported
software and toral sales growth well above the SAY average.
The turnaround thar was already under way in Japan
the previous year continued, leading ro an 7% increase in
software revenuc (17% on a constant currency basis) to
€131 million (2005: €122 million; 2004: €115 million). Total
revenue rose 6% {14% on a constant currency basis) to
€431 million in Japan (2005: €406 million; 2004: €387 million).

Revenue Breakdown by Sales Destination
in € millions | percent | change since previous year

Rest of Japan 431
Asis Pocific Japan 676 5% | +6%
7% | +14%

Germany 1,808
USA 2.617 i 20% } +5%
28% ] +12%
Aest of
Americas 776 /. Rest of EMEA 2,894
8% | +18% M 32% | +11%

Despite our established position, we also recorded sound
sales groweh in the EMEA region marker. At 10%, software
revenue growth was steeper than it had been in the previous
year. Measured on a constant currency basis, the rise was
alsor 10%. At more than 50%, software revenuc growth was
particularly marked in Russia. Our software revenue in the
EMEA region was £1.53 million (2003: €1,393 million; 2004:
€1,292 million). Qur total EMEA region revenue rose 9%
(9% on a constant currency basis) from €4,513 million in
2005 to €4,902 million in 2006 (2004: €4,223 million). In
Germany, our saftware revenuc growth was better than we
had expected: 7% to €565 million (2005: €527 million; 2004:
€525 million). Our total revenue in Germany grew 5% to

€1,908 million (2003: €1,810 million; 2004: €1,780 million).




OPERATING INCOME AND MARGIN

Adjusted Operating Margin Improved

In the business outlook information we published in early
2006, our profitability rarger was an increase in adjusted
operating margin (that is, the ratio of adjusted operaring
income to revenue) in the range .5 to 1.0 percentage points
compared to 2005, Later in the year we added that it scemed
less likely we would reach the upper end of that original
guidance range, We hit this target: Qur adjusted operating
margin improved from 28.3% to 28.8% (2004: 27.8%). Our
U.S. GAAP operating margin (in which expenses for stock-
based compensation and acquisition-related charges are not
excluded) declined 0.1 percentage points from 27.4% in

2005 ro 27.3% in 2006 (2004: 26.9%). One factor in this change
was the introduction of new U.S. GAAF rules under which
our expense for stock-baged compensation more than
doubled from €45 million in 2005 to €29 million in 2006
(2004: €38 million).

Adjusted Operating Margin
in % | change since previous year in percentage points

22.8 268 278 28.3 28.8
+2.1 +4.1 +1.0 +0.5 +0.5
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Operating expenses inereased to €6,837 million in 2006 from
€6,182 million the previous year (2004: €3,496 million).

The 11% year-over-year increase was due primarily to rising
human resource costs as 2 consequence of increasing our
headcount by 3,482 full-time equivalents (FTEs); other
contributory factorsincluded buying in more third-party
services and an increase in travel expenses associated with
expanded business activities. There were also extraordinary
effeces: Muleiple parent suits caosed additonal expense; a
reducrion in the allowances for doubtful accounts related 1o
receivables had an opposing effect,
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Accompanying the double-digit increase in revenue
from software and maintenance was an 11% rise 1o
€1,100 milkion (2005: €993 million; 2004: €916 million) in the
software and maintenance cost to pay for additional third-
party licenses and further reinforcement af our support
resources. The adjusted software and maintenance cost
increased 11% to €1,066 million (2005: €964 million; 2004:
€893 million). The margin on software and maintenance
was 83.3%, as in the previous year (2004: 82.3%).

Cost of service increased 8% to €2,078 million (2005:
€1,925 million; 2004: €1,783 million). The adjusted figure was
€2,06) million, also an 8% increase (2005: € 1,912 million;
2004: €1,759 million). The additional expense for services was
a result of hiring new staff and the use of temporary exter-
nal resources. Improved consulting resource utilization and
increased craining revenue resubted in an improved service
margin for the second year in succession (2006: 23.7%; 2005:
22.4%; 2004: 21.5%).

Adjusted Operating Expenses Breakdown
in € millions | percent | change since previous year

General and Cost of software and
administration 443 maintanance 1,066
7% | +4% 16% |+ 1%
Cont of

Sales end sorvice 2,061
marketing 1,894

31% | +8%
28% | +9%
Rewoarch
ond development 1,287 Othar - 36
19% | +20% -1% ] +833%

R&D expense ruse 23% to €1,335 million (2005: €1,089 million;
2004: €908 million). The chief contributory factors were that
we employed more developers to expand our development
capacity and deployed more chird-party services. Adjusted
R&D expense rose 20% to €1,287 million (2005: €1,071 mid-
lion; 2004: €900 million).

A 10% rise in sales and marketing expense to
€195 million (2005: €£1,746 millian; 2004: €1,524 million) was
in line with the increase in revenue, despite the fact that
exera expense was incurred for investimencin volume busi-
ness and for sales force expansion, The adjusted sales and
marketing expense increased 9% to €1,894 million (2005:
€1,736 million; 2004: €1,515 mitlion).
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General and administration expenses rose less steeply:

7% 1o €463 million (2005: €435 million; 2004; €366 million).
The rise included an increase in performance-related com-
pensation and our additional spending on shared service

centers, which are expected to save more costs in the future,

Nonetheless, general and administration expenses repre-
sented 5% of total revenue, as they did in the previous year.
Adjusted general and administration expenses increased 4%
1o €443 million (2005: €426 million; 2004: €363 million).

Operating Income Climbs 10%

In parallel with our total revenue, operating income grew
10% to €2,363 million (2005: €2,331 million; 2004: €2,018
million). Adjusted operating income climbed 12% to €2,707
million (2005: €2,410 million; 2004: €2,086 million).

Adjusted Operating Income
in € millions | change since previous year

PRETAX INCOME; INCOME TAXES; NET INCOME

Double-Digit Increases in Pretax and Net Income

The increase in income before income taxes was 16% —
which was greater than che increase in operating income.
This was a result of the increase in financial income. More
tax-free or low-tax investment in equitics and financial
assets, lower rates of trade tax, and nonrecurring cffects
from the conclusion of tax audits in several countries and
agreements we reached with tax authorities on various
matters helped us reduce our effective tax rate o 30% (2005:
35.3%; 2004: 36.5%). Net income increased 25% to €1,871 mil-
lion (2005: £1,496 million; 2004: €1,311 million}), On that
basis and counting the bonus shares issued in 2006, earnings
per share, a key measure lor investors, increased to €1.33
(200s: €1.21; 2004; €1.05).

Adjusted Earnings per Share
in € millions | change since previous year
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FINANCIAL INCOME

Financial incoms Rises

Higher rates of interest in 2006 led ro a 33% risc in our net
interest income to €120 million (2005: €90 million; 2004:
€36 million}. Also, we reviewed our presentation of stock
appreciation right (STAR) plan hedging in the light of new
rules for the treatment of stock-bhased compensation.
Whereas in 2005 the effect of hedging STARs led to unreal-
ized losses of €66 million in that connection (and losses of
€15 million in 2004), for 2006 we are reporting unrealized

gains of €7 million from STAR plan hedging. These were the

chief factors leading to a steep rise in financial income.
Although in 2006 our investments again generared a lower
before-tax bur a higher after-tax yield, the increased nec
interest income and the STAR hedge effect combined 1o
boust our financial income from €11 million in 2003 o
€122 million (2004: €41 million).

Our adjusted net income in 2006 was €1,970 million — repre-
senting a year-over-year increase of 27% (2005: €1,552 million;
2004: €1,358 million). Adjusted EPS increased from €1.25 1o
€1.61 (2004: €1.09). Our vriginal EPS guidance for investors
was €1.45 to €1.50. Later, in an updared business autlook, we
said we expected adjusted EPS to be slighily above the
previously communicated range.




DIVIDEND

Dividend Increase Recommended Again

We intend to continue our dividend policy of recent years
and believe our shareholders should benetic appropriately
from our success in achieving our increased income targers
for 2006. The Executive Board and Supervisory Board will
recommend to the Annual General Mecting of Sharehold-
ers that a dividend be paid of €0.46 per share, which afrer
atlowing for the bonus shares issued would be a 27% increase
over the previous year's dividend of €0.36 (2004: €0.28),

The dividend payout ratio (which here means total distrib-
uted dividend as a percentage of net income) would be
unchanged since 2005 a1 30% (2004: 26'%).

Dividend per Share
in € | change since previous year

0.15 0.20 b.28 038 0.48
3% +33% +38% +32% ~2T%
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If the sharcholders approve this recommendation and treas-
ury stock remains at the 2006 closing level, the provisional
total amount distributed in dividends would be €560 mil-
lion. The actual amount distribured is expected to be differ-
ent from the provisional total because the number of repur-
chased shares held in treasury will probably change belore
the Annual General Mecting of Sharcholders. Transactions
related to stock-based compensation could also change the
amount of common stock, Aside from che distributed
dividend, in 2006 we also returned €447 million to the share-
holders by repurchasing SAP shares for treasury.
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FINANCES
CASH FLOW AND LIQUIDITY

Operating Cash Flow Grows 15%
Qur sound income position in 2006 had a positive impac
on cash flow, After a decline in 2005, operating cash flow
increased 15% to €1,847 million in 2006 {2005: €1,608 million;
2004: €1,845 million) because of greater net inflows associat-
ed with netincome,

In 2006, net cash used in investing activities was
€134 million, once again significantly less than the 2005
amount, which was €583 million (2004: €748 million). Out-
flows increased for acquisitions and = reflecting continuing
building activity at our headquarters and in the United
States and India — for property, plant, and equipment.
Nonetheless, there was a net inflow from short-term, equi-
ty, and other investments, arising out of their partial
liquidation and reatlocation between such investments and
cash and ¢ash equivalents. Our financing acuivities account-
ed for €1,375 million net cash outflow in 2006, Thart is 148%
more than the previous year's figure of €355 million (2004:
€388 million). The increase was caused by a rise of 31% in the
amount of dividend distributed {2006; €£447.2 million; 2005:
€340.4 million; 2004: €248.7 million) and a rise of 153% in the
outflow for treasury stock purchases (2006: €1,149 million,
2005: €454 million; 2004: €175 million).

Group Liguidity Declinea 13%

Cash and cash equivalents stood at €2,3%9 million at the end
of the year, an increase of 16% (2005: €2,064 million; 2004:
€1.506 million). Our Group liquidiry, comprising cash and
cash equivalents as well as short-term investments, totaled
£3,330 million (2005: £3,846 million).

To increase financial flexihility, in November 2004
we obtained a €1 billion syndicated credit facility through
an international group of banks. We already had orher lines
of credit in place; the new line was arranged to provide
additional Group liquidity oprions. We did not draw on the
facility during the year and have no current plans to do so.

At the end of 2006, 1he other, bilateral lines of credit
available to SAF AG 1otaled approximately €599 million
(2005: €553 miltion; 2004: £622 million). We did not draw on
these facilities during 2006, 2005, or 2004. Several subsidiarics
in the SAP Group had credid lines in their Incal currency.
These totaled some €109 million (2005 €218 million; 2004:
€204 millien), for most uf which SAP AG was guarantor, At
the end of the year, the subsidiaries had drawn €26 million
under these facilities (2005: €24 miltion; 2004: €28 million),
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We do not currently have a credit rating with any of
the rating agencies. Qur debt ratio is low, ac 35% (2005: 36%;
2004: 39%). and we do not believe any change in credit
conditions that might be obrained with a rating would have
a substanual effect on our financial sitnaton, Qur liabilivies
comprise 7% pension liabilities (2005: 6%; 2004: 5%), 49%
other reserves and accruals (2005: 56%; 2004: 59%), and 30%
other liabilities (2005: 26%; 2004: 25%).

FINANCIAL MANAGEMENT

Qhjactivas and Policy
We use global financial management to control liquid assets,
interest, and currencies centrally.,

lts chief function is to secure a minimum level of
liquidity for the SAP Group. SAP companies have their
liquidity managed by the Group so that liquid assets across
the Group can be consolidaced, monitored, and invested in
accordance with Group policy. High levels of liquid assets
and marketable securitics provide a strategic reserve, help-
ing 10 keep SAP flexible, sound, and independent. The
€1 billion syndicated credit facility and other, bilateral lines
of credit are available for additional liquidity if required.

Our global interest management policy is guided by
liquidity and risk considerations, and investment strategy
is conservative. Most of the liquidity reserve is available ar
short notice. Qur net interest income is thus affected by
both long-term and shore-term interest rate fluctuations
on the financial markers.

Currency management is also centralized. We derer-
mine exposures daily, based on balance-sheet items and cash
flows expected in different currencies, and hedge them with
the appropriate derivatives if necessary. We do not speculaie
in derivatives.

Financial Instruments Minimize Risks
Every month, the SAP sales companies in each country pay
to SAP AG, the parent company and licensor, a license fee
reflecting their sofeware and maintenance revenues. The
sales companies generally pay in local currencies, and, to
hedge the foreign exchange risks, we sell currencies under
forward concracts thac generally run for up 10 12 months.
Without exception, all of our forward currency transactions
relate 1o actual underlying business thar we are conducring.

Along with fixed salary, employee compensation
may include components that vary with stack performance.
The STAR plan is such an element, passing on to our
employees the value of stock appreciation we achieve over a
defined term. We use derivative instruments from inde-
pendent banks to manage the associated share-price risk.
Each of these contracts is subject to our internal direcrives
concerning the creditworthiness of each bank concerned.
For details about the use of hedging contracts, see the Notes
10 Consolidated Financial Stutemenis section.

The rules for the use of derivative instruments
and other rules and processes concerning the management
of financial risks are collected in our treasury guideline
document thar applics globally o all companies in the
SAP Group.

Low Debt Ratio
We reduced our debt ratio (toral debt as a pordon of toral
assets) from 36% in 2003 to 35% in 2006 (2604: 39%). That we
are predominantly equity-financed is apparent from the fact
that bank loans and overdrafts represented only 0.28% of
total assets (2005: 0.27%; 2004: 0.37%). The cost of equity was
almost unchanged since 2005,

The average rate of intercst on December 31, 2006 for
our various fixed-interest bank loans was 8.08% (2005: 7.22%;
2004: 6.14%). Most of our fixed-interest bank lvans were
short-term Joans taken by subsidiaries in different curren-
cics at different interest rates.




ASSETS
GROWTH OF ASSETS; ANALYSIS OF BALANCE SHEET

For fiscal year 2006, we adopred the classified balance sheet
format. ltems are classified as current or non-current,
depending on when they are expected to be paid or realized.
There are more details about our changeover to this format
in Note 1 in the Notes to Consolidated Financial Statements scction.

In 2006, our total assers rose 5% from €9,040 million
to €9,503 million (2004: €7,385 million). Current asseis
declined slightly in 2006, chicfly as a result of a decrease in
liquid assets. Qur non-current assets increased as we
acquired intellectual property from third parties. Total non-
current assets grew 26% 1o €3,179 million (2005: €2,520 mil-
lion; 2004: €2,735 million).

Investments
in € millions } change since previous year
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Our rolling 12-monch average collection period, which is
measured in days' sales ourstanding (DSO), was unchanged
at 68 days in 2006 (2004: 71 days).

Consolidated Balance Sheet Breakdown
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Strong net income growth reinforced shareholders' equiry,
adding €354 million. The equity rario (thar is, the ratio of
shareholders’ equity to total assets) increased one percent-
age point from 64% in 2005 to 65% in 2006 (2004: 61%).

Ratio of Equity to Total Assets

in percent | change since previous year

51 59 81 64 85
+1 +8 +2 +3 +1
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COMPETITIVE INTANGIBLES

Market Value of Equity Significantly Higher than

Book Value

The assets that truly underpin our success today and in
the future do not appear on the balance sheet. This can be
seen by comparing SAP AG’s market capitalization, which
was €51.0 billion at the end of the year (2005: €48.5 billion),
with sharcholders’ equiry, which was €6.1 billion (2005:
€5.8 billion). The difference is chiefly due (o certain intan-
gible assets rhar che applicable accounting standards do not
allow to be recorded (at all or at fair value) on the balance
sheet. They include customer capital (our customer base
and customer relations), the employees and their knowl-
edge and skills, our ccosystemn of partners, software we
developed ourselves, our ability to innovate, the brands we
have built up —in particular the SAP brand itself —and our
organization.

We intensified our marketing activities in order to
convince current and potential customers as well as the
general public of the special benefits of our solution port-
folio while also increasing the value of the SAP brand. This
work was rewarded with increased awareness. In the Inter-
brand and BusinessWeek 100 Top Global Brands scoreboard,

SAP ranked 34 in 2006 (2003 36). Assessed by Interbrand at
US$10 billion (2005: US$9 billion), of all software brands
ours grew most in value. In the German standings, the SAP
brand ranked third behind Mercedes-Benz and BMW.

Our acceptance into the ranks of America’s Most Admired
Companies by Fertune magazine confirmed the success of our
brand: We moved straight to third place in the Computer Sof-
ware category. This underscores our worldwide recognition
as a well-run business.

A ranking published in Business Week magazine in 2006
acknowledged our wealth of innovation capital: For the
first time, Business Week listed SAP among rhe world’s 100 most
innovative companies. We were ranked 90ch overall and
seventh among the technology and [T companies.

Customer, Human, and Organizational Capital Grows
Customer capital also developed positively. We gained
NuUMerous new customers in various market segments and
strengthened our existing customer relationships. With the
help of external service providers, we regularly measure
the satisfaction and loyalty of our customers. The results of
these surveys once again show improved customer satis-
faction and customer loyalty.

Employee-relared and R&D) activities increased the
value of our employee base and our own software. (See the
Employees and Research and Development sections.) We also
increased the value of our partner ecosystem by continuing
to develop sales and development partnerships. (See the
Partner Ecosystem Continues o Grow section.)

In 2006, we improved our organization (see the
Expansion of Regional Presence section) and continued with our
transformation to a “best-run company,” which we
embarked on in 2005.

We count internal communications among our
strengths: We have involved all of our employees ac all levels
in our strategy and vigorously pursued the development of
our corpurate culture and core values.

END-OF-YEAR FINANCIAL SITUATION

Another Clean Bill of Health

At the end of 2006, SAT was in good health, not least because
of our sustzined business success. We can point to our
broad, innovative range of solutions, highly qualified and
highly motivated workforce, strong market position,
efficient processes, and sound profitability and liquidity.

EMPLOYEES
HEADCOUNT INCREASE

Headcount Grows with Business Success

Reflecting our success in business, we hired many highly
qualified professionals over the course of 2006, thus creating
a foundation for future success and continued growth.
Plans for 2006 called for some 3,500 new jobs to be created,
and in fact we filled 3,482 new positions during che year.

Ar the end of 2006, we had 39,355 employces worldwide
(2005: 35,873; 2004: 32,205), of whom 14,214 were located in
Germany (2005: 13,916; 2004: 13,525). Al headcount figures
are measured in full-time equivalents,

Employees at Year End
change since previous year

full-time equivalents
28,797 29,810 32,205 35,873 39,355
1% +3% +9% +11% +10%
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16,000
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The average age of our employces was approximately 37; the
average length of service was around 5.3 years. About 30% of
our cmployccs were women.

We have altered the way we present our employee
figures for internal and external reporting purposes to
hetter reflect the way in which expenses are shown in our
statements of income and to improve the transparency
of vur reports. The change does nort affect the total number
of employees reported, but it does alter their distribution
among the various areas. Our internal and external report-
ing until December 31, 2005 grouped employees by business
area or function. The new breakdown, described below, has
applicd since January 1, 2006. Figures for previous years are
stated in terms of the new breakdown.

'roduct headcount, in which we include support
and customer-specific development, grew 20% to 5,368
reflecting increased activity (2005: 4,460; 2004: 3,647). R&D
headcount grew 16% to 11,801 (2005: 10,215; 2004; 8,744).
Service counted 11,518 employces at the end of 2006 —an
increasc of 1% (2003: 11,430, 2004: 11,114). Sales and market-
ing had 7,082 employees (2003: 6,426; 2004: 5,721). This was a
rise of 10%. Finance and adminiscration headcount increased
9% o 2,472 full-time-equivalent positions (2005: 2,261; 2004:
1,937). Our infrastructure employees, who provide [T and
facility management services, numbered 1,114, a rise of 3%
{2005: 1,081; 2004: 1,042).

Employeas by Area
in full-time equivalents | percent | change since previous

Soles and Resesrch and
marketing 7,082 davelopment 11,801
18% | +10% 30% | +16%
Service and Ganeral and
suppont 16,680 administration 3,586
43% | +6% X [+7%
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The region in which we employ most people (57%) is the
EMEA region, while 23% of our employees are in the Ameri-
cas region, and 20% work in the Asia Pacific Japan region.
The percentage increases were [6% in the Americas region,
3% in the EMEA region, and 26% in the Asia Pacific Japan
region. Acquisitions accounted for 402 of our 1272 new
positions in the Americas region in 2006. We filled 631 new
positions in the EMEA region. Of the 1,579 new positions in
the Asia Pacific Japan region, most were in India (1,133} and
China (374).

We employ people of more than 100 different nation-
alities and embrace diversity, for example in respecr of cul-
tural and ethnic origin, race, gender, nationality, and age as
a valuable resource. Our Global Diversity Office is charged
with ensuring that our approach remains positive and that
every employee’s contribution to the success of our business
is properly recognized. In 2006, we trained more than 2,600
managers of multinational reams in interculiural skills. We
also held several single-sex workshops at which women and
men explored and learned to value gender differences.
Approximately 90% of the men and women who took part
conmented favorably on the cvents afterwards.

Global Employee Sounding Board; Works Councils

in Germany

In April 2006, we set up a global employee sounding board,
which is a panel of nonmanagerial employees nominated
to represent all regions and provide feedback o the SAP AG
Executive Board on ideas and issues of interest across the
entire Group. Generally, panct members are delegates on
local emplovee representation bodies.

A 37-member SAP AG and SAP Hosting AG & Ca. KG
works council was established in July 2006, covering all
locations in Germany. In December, our German subsidiary,
SAP Deutschland AG & Cu. KG, also gained a works council,
with 23 members covering all of that organization’s loca-
tions. Although they are new to these companies, it is
regular practice for German companies to have a works
council. The works council is entitled to be consulted vn
decisions concerning the employecs it represents. Such
decisions may take longer to make in the future than they
have in the past, and reorganization measures may be more
costly to implentent. We do not, however, expect the works
councils to significantly restrict our managerial freedom or
macerially hamper the performance of our companies.
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More Work for Shared Service Centers

Our shared service centers (SSCs) in the Asia Pacific Japan,
Americas, and, since 2004, EMEA regions efficiently handle
our worldwide financial, administrative, personnel, and
sales processes. In 2005 and 2006, our SSC in Prague took over
transactional work in those fields from 21 SAP companies in
19 European countries.

The success of our SSC concept has been recognized
not only by visiting customers and other interested parties,
but also, for example, by conference provider Iniernational
Quality and roductivity Center, from which our §5C in
Singapore won an excellence award for true effectivencss
and contributing to the development of shared services as
a whole.

WORKING FOR SAP

An Attractive Employer

The great number of applicatiuns for positions we again
received worldwide in 2006 indicates how attractive SAP is as
an employer. This is underscored by the praise rhat others
accorded SAP. In February 2008, for the second year in
succession, we were named Germany’s best employer in the
category of companies with more than 5,000 employees.
This was based on the results of a survey of emplayees, su it
was aur own people — not a jury = who awarded us this
honar, Qveralt, 165 companies of all sizes competed lrom all
seceors. The standardized method employed in the survey
was specifically designed for such surveys and is used inter-
nartionally by the Great 'lace to Work iInstitute. Five hun-
dred of our employees were anonymously questioned about
fairness, team spirit, credibility, pride, and respect for their
employer. The results demonstrate the importance our
employees place on our corporate values. Core values such
as customer orientation, innovation, quality awareness,
first-class products, and high degree of individual empower-
ment, are defining factors of a Greai Place to Work, an award
that reflects the entire spectrum of relevant aspects and
relations within organizations. [n addition to the questions
put to employees, it included a wide ranging cultural audi.
We also won special awards in the Gender Equal Opportunities
and Diversity categories.

In our home state of Baden-Wiirttemberg, Germany,
we took third place in the economics ministry's competi-
tion, Equal Opportunities at Work for Women and Men.

Our own global survey confirmed our employees’
identification with SAl"

8 91% of the respondent SAP employees belicved in our
products and services

w Y0% believed in our goals and objectives

@ 86% were proud ro work for SAP.

® 79% thought SAP was a grear place to work

In irs Image Profile 2006 study, German business
magazine manager magazin ranked us top in the category for
computer and software companies in Germany. We also
came out on top of the same category in 2004. In the overall
standings of 177 leading companies in Germany, we came in
eighth (2004: 13ch}).

Human resvurces marketing institure Trendence’s
Graduate Barometer, the biggest and most influential survey of
students in Germany, found thar we were one of the most
popular emplovers in Germany overall. The Barometer
judged us the second most popular [T company.

We were also judged one of the 100 best employers
in the 2006 Best Workplaces in Europe awards. We are also
recognized as a top employer in other countries. Our three
subsidiaries SAI’ Mexico, SAP Chile, and SAP Andean and
Caribbean were not only each adjudged a Great Pluce io Work,
but were ranked among the 10 best employers in the region.
Our subsidiaries SAP Deutschland (Germany) and SAP India
also received Grar Place to Work awards.

SAP Labs India was selected by a jury of recruiement
and staffing practitioners to receive the Bharati Vidyapeeth's
Institute of Management Studies & Research Recruiting and
Staffing Best in Class award.

Our success starts with our employees. Their innova-
tiveness and commitment are crucial, as is their standard of
education. Most people we employ have a university degree
in science, engineering, or business, In 2006, we continued
our policy of investing in training and education o main-
tain high levels of employee proficiency.

As part of our major global Employer of Choice cam-
paign, we kicked off an initiacive at German universities in
November 2006 to recruit highly qualified young employees,
especially for our Walldorf, Germany headquarters. We are
currently idencitying the 100 best IT and business graduates
for an “SAP Future Team” in a highly competitive selection
process. We will back our efforts with direct mailing cam-
paigns, road shows, and campus info days at selected univer-
sities, This German initiative is the first step in an interna-
tional campaign we are planning that will involve various
European universities,




Stock-Basad Employee Motivation

Only excellent employees can deliver the top-quality work
thar our customers demand. To retain them, we must offer
competitive conditions, In addition 10 good salaries, we offer
our employees many additional benefits. Profit sharing is
one important motivational element.

We awarded STARs to more than 21,000 employees
in 2006 in recognition of their performance. In addition,
2,012 exccutives and selected top performers were awarded
a roral of 1.84 million five-year stock options.

By offering stock purchase programs in 32 countries
so that emplovees can buy subsidized shares, we also
encourage them to adopi an entrepreneurial approach o
their work.

Incentive Plan 2010

In 2006, we added a key stock-based clement, Incentive

Plan 2010, to our compensation armory. It aims to motivate
members of the SAI' AG Executive Board and selected
employees to achieve our ambitious targets, for which they
will have to perform exceptionally well. Incentive Plan 2010
beneficiaries will qualify for the full benus only if SAP
doubles its marker capitalization by the end of 2010 and
SAP’s stock also outperforms the GSTI Software Index,
STARs under this plan end on December 31, 2010, Potentially,
each of che three groups of beneficiarivs, namely the SAP
AG Executive Board members, senior managers, and other
key performers, stands to share €100 million among its
members if the SAP's average market capitalization doubles
not later than the end of 2010 from irs level in che second
half of 2005, Any payout would be in cash and would not
involve issuing more shares,
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RESEARCH AND DEVELOPMENT
RESOURCING R&D

Investing in R&D

We believe that in the medium term we must continuously
improve our porifolio of products if we are to maintain and
build on our current leading position as a vendor of busi-
ness software. R&D activities in 2006 centered on delivering
applications for the enterprise SOA road map, launching
new solutions for information workers, and enlarging our
offering for midsize companies.

Adjusted R&D expenses rose 20% to €1,287 million
(2005: €1,071 million; 2004: €900 million). We spent 14% of
total revenue {applying the adjusted measure) on R&D in
2006 (2005: 13%; 2004: 12%).

The importance of R&D was also reflected in the
breakdown of employee profiles. In 2006, our total FTE
headcount engaged in development work was 11,801 (2005:
10,215; 2004: 8,744). This is 30% of ali Group employces and
represents a 16% rise in the number of R&D employees since
the previous year. Of the employees working in R&D, 52%
(2005: 57%; 2004: 64%) are employed in Germany, 22% (2005:
18%; 2004: 12%) are in our high-growth development centers
in China and India, and 26% (2005: 25%; 2004: 24%) are in our
other development tocations.

The expenses for R&D include employee sataries and
the cost of externally procured development services.

Adjusted Research and Development Expenses
in € millions ] change since previous year

320 832 800 1.0M 1,267
+4% -1% +B% +10% +20%
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PRODUCT NEWS

New Capabilities for Broad Market Segments

Among the notable achievements in 2006 was shipping the
new version of SAP ERF, which will be the starting point
for all of our enhancement packages through 2010. We also
enhanced our applications for CRM, SCM, and globatl trade
services based on the Jatest version of SAP ERP®. Duet, which
we developed in collaboration with Microsoft, substanially
enlarged our offering for a wide spectrum of users. In addi-
tion, we worked with our partners 1o build up our pesition
in the midmarket.

Building a Business Process Platform

In 2006, we adapted substantial parts of the SAP Business
Suire, including SAP ERP, for enterprise SOA. This builds
a business process platform on which our customers and
pareners can flexibly evolve original solurions, business
processes, and business models.

In May 2006, we became the first software manufac-
turer in the world to deliver standards-based, preconfigured
enterprise services — Web services with business logic. Orga-
nizations have a flexible way to innovate business processes
using the integration and composition capabilities of the

SAP NetWeaver platfor to combine these enterprise services.

Customers can also access and evaluate all of our services at
the enterprise services workplace on the SAP Developer
Network.

The new version of SAP ERP also features a large
number of product enhancements. In addition, the new
SAP ERP provides a cost-effective, low risk evolutionary
path to a service-oriented suite of enterprise applications.
At the same time, we presented a first version of our new,
modernized user inteclace.

[n the fall, we announced our new SAP ERP release
strategy — a road map envisioning the release of all of the
new SAP ERP capabilities in a series of optional enhance-
ment packages by 2010. This strategy sends a strong message
to our partners: We offer them a stable platform for several
years on which to innovate while also benefiting from
SAPs technical advances.

By achieving full comparibility of our SA¥ NetWeaver
platform with Java Platform Enterprise Edition 5 in 2006,
we demonstrated our commiument to our open standacds
strategy and made it yet easier for our customers and part-
ners to develop applications. SAP NetWeaver has been pro-
viding support for Java technology since 2003. Compatibility
means our customers and partners can develop robust
Java applications on the SAP NetWeaver platform using the
latest technology standards. That simplifies and accelerates
application development projects. The platform also
demonstrates our commitment to open standaeds.

CRM Development Milestonas

Early in 2008, we announced a key new element in our
porcfolio —an on-demand option for our market-leading
SAP Customer Relationship Management (SAF CRM) appli-
cation. The SAP CRM on-demand solution is designed

for large and midsize organizations to manage sales, service,
and marketing in an easy-to-use solution delivered directly
via the Internet.

In February 2006, we unveiled our first on-demand
capabilities for sales to manage customers, contacts, and
sales pipeline. We expanded the SAP CRM on-demand solu-
tion with marketing and service capabilities later in the year.

In May 2006, we presented an extended portfolio of
CRM applications offering on-demand Internet service or
on-premise operation — and seamiess transitions across
these options. SAP CRM 20065 (“s” for “service-enabled™)
offers full Web service enabling, an easy-to-use interface,
and new industry-specific capabilities. SAP CRM 2006s is the
cornerstone of our new road map o move the entire CR'M
offering to aur hybrid mode! by 2007. The first customers
took delivery of this new version of SAP CRM in the
summer.

Key Versions of SAP SCM and SAP Global Trade Service
In March, we launched an enhanced version of the

SAP Supply Chain Management (SAP SCM) application.
SAP SCM helps companies transform traditional, linear
supply chains into flexible and dynamic networks linking
all supply chain partners,




This latest version offers new industry-specific
capabilities, strengthens demand-driven supply chain net-
works, and links service and product value chains. We have
more than 13,600 active SAP SCM customers in all marker
segments and more than 1,800 customers running our
advanced planning, optimization, and collaboration tools
in conjunction with their supply chain execution systems.

Mid-year, we also announced a new version of our
application for international trade, SAP Global Trade Ser-
vices (SAP GTS). It standardizes complex impore and export
processes, helping customers ensure compliance witha
myriad of trade and customs regulatiens.

Solutions for Information Workers

In June, together with Microsuft, we shipped our new
product for SAP and Microsoft Office, officially named
Duet, which had been announced the previous year under
its project name “Mendocino.” Duet enables employees to
interact quickly and easily with selected SAP business
processes and data without leaving the familiar Microsoft
Office environment.

This improved and flexible access to dedicated SAP
application lunctions wil] help companies that use Duer
save rime and money, increase process compliance, and
improve decision-making. Nearly 100 joint customers and
partners had been exploring the software’s benefits in early
release versions since late 2005, Microsoft and SAP plan to
breaden Duet’s functional range and add more business
scenarios in 2007. Both companies market Duet and offer
customer services for the software.

More Choices for Small Businesses

In July 2006, we announced new e-commerce and Web-
based capabilities for the SAP Business One applications for
small businesses with fewer than one hundred employees.
They provide SAP Business One customers a unified view of
business-critical information across sales, financials, manu-
facturing, reporting, and customer-facing activities ina
single, casy-to-use applicarion.

The SAP Business One E-Commerce application
provides a set of 1ools for creating online stores, from strong
shopping-cart features, to theme templates and design capa-
bility, to online customer support. The new online applica-
tion extends SAY Business One with CRM capabilities using
a Web-based uscr interface. It adds campaign management
and prospecting features as {ully integrated additions to the
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CRM capabilities for sales force auvtomation and customer
service already available in the application. The new feawures
resulted from the acquisition of Praxis Software Solutions.

In the fall, wogether with some partners, we
announced offerings for a number of industries, such as
machinery and plant engineering, automotive supply, retail,
consumer goods, and chemicals. These SAP All-in-One
solutions and SAT Business One are simple and inexpensive
to implement.

In Octaber 2046, we announced significant enhance-
ments to the SAP Business One independent software ven-
dor (ISV) certification program. We introduced enhanced
tools for easier solution certification, as well as other part-
ner benefits. Around the globe, numerous ISVs are already
developing add-on solutions for SAP Business Once for
certification under che program. The SAP Channel Partner
Solution Network atlows ISVs and VARs to collaborate and
mect specialized customer needs in many industries.

CORPORATE GOVERNANCE

Principles of Corporate Governance Amended

We last updated our Principles of Corporate Governance

(Principles) in October 2006 to reflect amendments o the
German Corporate Governance Code (Code). We incor-

porated all of the Code’s new recommendations and one

further suggestion from the Code into SAIs Principles.

Recommandations

The declaration of inyplementation issued on October 27,
2006 by our Exccutive Board and Supervisory Board reports
that we deviate from four Code recommendations. Since
Octuober 2006, we adbere to the recommendation in section
5.4.3 of the Code in that our Supervisory Board members
are to be elected individually. The 2006 Annual General
Mceting of Shareholders resolved to alter the Supervisory
Board compensation package and amend the Articles of
Incorporation accordingly, in accordance with the recom-
mendation in section 5.4.7 in the Code, and the required
entry in the commercial register was made in December. In
consequence, the compensation package now affords recog-
nition of the additional responsibilities of the chairperson
and deputy chairpersan of the Supervisory Board and of
members of its committees.
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As noted, new recommendations were added to the
Code in 2006. They chicfly concern the publication of
legally required details of executive board members’ remu-
neration in a compensation report, the content of that
compensation report, and the publication of details of the
remuneration and benefits granted to supervisory board
members. We began complying with these requirementsin
2005. In this annual report, the compensation report again
forms part of the corporate governance report. We have
included in our Principles the recommendations in the
Code concerning the type and scope of details published
about executive and supervisory board members’ compen-
sation. This year's compensation repori therefore provides
all legally required details about compensation as well as all
details of Executive Board and Supervisory Board members’
compensation as recommended by the new version of
the Code.

Suggestions

We welcome the suggestion in the Code, introduced in June

2006, according to which the chairperson of the general

shareholders’ meeting should be guided by the fact thacan

ordinary general meeting lasts four to six hours at most.

The suggestion is in the interests of SAP and the share-

holders because it enables the meeting 1o be conducted

appropriately and efficiently. In October 2006, we thercfore
incorporated this suggestion into our Principles,

There are two Code suggestions to which we do nor
adhere:

s We do not appoint Supervisory Board members at differ-
ent times, as suggested by the Code. It holds block votes
for all shareholder representatives on the Supervisory
Board and they have equal terms of office. If a Supervisory
Board seat becomes vacant during the regular period
of office, by-elections are held for the remainder of the
regular period of office. This is convenient because
memberships are elected and work together.

m We have not agreed to pay Supervisory Board members
performance-ariented compensation based on SAI"s
long-term success as suggested in the Code, section
5.4.7 (2). We are not convinced the long-term success of
SAP s the right basis for Supervisory Board compensation
or increases Supervisory Board members’ motdvation
toward SAI" At SAP, variable remuncration is kinked to the
dividend and governed by our Articles of Incorporation.
We believe that chis thus ensures transparent, appropriate
remuneration for Supervisory Board members that does
not conflict with their legal responsibilities.

U.S. Regulatory Requirements

Because we are listed on the New York Stock Exchange
(NYSE), we are subject to U.S. securities laws and to US.
Sceurities and Exchange Commission and NYSE rules. We
therefore continued o adhere to retevant U.S. laws and
rules relating to corporate governance standards. Notably,
we implemented the requirements of the NYSE Corporate
Governance Standards regarding the compasition of the
audit committee and prepared for the assessment of the
internal contral scructure as required by the U.S. Sarbanes-
Oxley Act, section 404,

INFORMATION CONCERNING TAKEOVERS
REQUIRED BY THE GERMAN COMMERCIAL CODE,
SECTION 315 (4)

As a group parent company using an organized market in
the meaning of the German Securities Acquisition and
Takeover Act, section 2 (7) for voting shares that we have
issucd, we arc required by the German Commercial Code,
section 315 (4) (1-9), to provide various details in our review
of group operations. We provide that information, with
commentary where appropriate, as follows:
® The common stock of SAP AG is €1,267,537,248 and is
divided into 1,267,537.248 no-par commen shares. The SAP
shares are no-par bearer shares. Each share has an actrib-
utable value of €1. One commuon share entitles the bearer
to one vote. Qur shates are listed as American depositary
receipts (ADRs) in the United Stares. ADRs are deposit
certificates of non-U.S. shares that are traded on U.S.
stock exchanges instead of the underlying shares. Unil
December 13, 2006, four SAP ADRs were equivalent 1o
one SAP common share.

On May 9, 2006, the SAJ Annual General Meeting
of Shareholders approved an increase in capital from
corporate resources. Upon entry of this capital increase
in the commercial register, the number of SAP shares
quadrupled. One SAP ADR is therefore now equivalent to
one SAP share,

® The SAP shares are not subject to rransfer restrictions.
We are not awarc of any other restrictions affecting voting
rights or the transfer of SAP shares.

We held 49,250,676 SAF shares ac the close of the
year. This treasury stock does not entitle us to any rights,
and hence to any voring rights.




» Two founding shareholders and Supervisory Board

members, Prof. Hasso Platiner and Dir. Klaus Tschira, have
direct SAP AG holdings and indirect holdings in SAP AG
through companies and trusts under their cantrol, toral-
ing 10.241% and 10.477% respectively, For more derails on
SAP AG's ownership structure, see the Notes 1o Consolidaled
Financiol Statemenis section, Note 23. We are not aware of any
other direct or indirect capital holdings that exceed 10%
of the voting rights. Some 5.95% of the SAP AG common
stock is held in rrust by Deuwtsche Bank Trust Company
Americas to facilitate the trade in ADRs on the New York
Stock Exchange,

8 The SAP Arucles of Incorporation do not entitle an SAP

shareholder o send members to the Supervisory Board,
nor do sharcholders have special rigiits conlerring super-
visory powers on them in any other respect.

® Employee representatives on the Supervisory Board may

not exercise the voting rights arising from their SAl shares
in votes on formal approval of their acts. Beyond this,
there are no voring right restrictions for SAP shares held
by employees.

& Conditions for the appointment and dismissal of inem-

bers of the Executive Board and amendment of the Arti-
cles of Incorporation reflect the relevant provisions in the
German Stock Corporation Act. Under the SAP Articles
of Incorporation, the Executive Board consists of at least
two members who are appointed for a period of not more
than five years by the SAP Supervisory Board in accor-
dance with the German Stock Corporation Act, section
84. The Supervisory Board can appoint a chairperson of
the Executive Board and one or maote depury chairpersons
from among the members of the Executive Board. The
Articles of Incorporation also stipulate that the Supervi-
sory Board can appoint deputy Executive Board members,
who have the same rights as the full members regarding
the external representation of SAP AG. The Supervisory
Board can revoke appointments to the Executive Board in
accordance with the German Stock Corperation Ac,
section 84, if compelling reasons exist, such as gross negli-
gence on the part of the Executive Board member. If the
Execurive Board is short of a required member, one may
be appointed in urgent cases by a courcin accordance
with the German Stack Corporation Act, section 85.

The Articles of incorpuoration: are amended by
means of a resolution of the Annual General Meeting of
Shareholders with a majority of at least three-quarters of
the common stock represented in the vote in accordance
with the German Stock Corporation Act, sections 179,
133. The Arricles of Incorporation do not contain any
provisions that conflict with this stipulation.
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m Under our Articles of Incorporation, the Executive Board
is authorized (o increase the common stock within the
limits of existing authorized capital amounts and subject
to Supervisory Board consent. On December 31, 2006,
there were five authorized capital amounts roraling €495
million. For more details on the individual authorized
capital amounts, see Note 23 in thue Notes to Consolidated
Financial Statements scction,

On May 9, 2006, the Annual General Meeting of
Shareholders empowered the Executive Board to acquire,
on or before Qcrober 31, 2007, shares of SAP with a toral
attribueable value. in relation to the common steck, of
not more than €30 million, and after the entry into force
of the capital increase from corporate funds resolved ar
the same mceting, shares of SAP with a total auribuiable
value, in relation o the common stock, of not more than
£120 million. The resolution on the capital increase
required that the shares to be purchased by virtue of this
power, together with any other shares which were previ-
ously acquired and are still held by SAP or which are
attributable to SAF, must at no time account for more
than 10% of SAP’s common stock, Additionally, SAP can
buy back shares in certain cases regulated by taw, These
include, for example, buyback to prevent imminent
serious damage to SAP and buyback to offer the shares to
employees. For more details, see the German Stock
Corporation Act, section 71 (1) (1-5).

We held 49,250,676 SAL shares on December 31,
2006. The Execurtive Board is entitled 1o reselt or cancel
treasury stock. In accordance with the German Stock
Corporarion Ace, scction 71 (1) (8), in cerrain situations
the Exccutive Buard is also authorized, with the permis-
sion of the Supervisory Board, to alienate treasury stock
and 10 exclude the preemptive rights of the shareholders.

The Executive Board is also authorized to issue
convertible bonds and stock options with conversion or
subscription rights in respect of shares of SAI with a total
attributable value, in relation to the common stock, of
not more than €100 million secured by a corresponding
amount of contingent capital. Executive Board powers,
such as those described, 1o issue and buy back stock and
to grant conversion and subscription rights are widely
followed common practice among companies like SAL.
They give the Executive Board the flexibility it needs, in
particular the option of using SAP shares as constderation
in equity investments, raising funds on the financial
markets at short notice on favorable terms, and returning
value 1o shareholders during che course of the year.
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Additionally, there are contingent capital amounts used
1o satisfy other conversion and subscription rights that
were granted as part of stock-based compensation plans
or that may be granted not later than April 30, 2007. The
approved but unissued contingent capital for these
purposes totaled €110,078,708 on December 31, 2006. On
PDecember 31, 2000, there were 14,867,572 conversion and
subscription rights outstanding that we had issued to
beneficiaries of stock-based compensation programs, each
of which, after the increase in common stack from corpo-
rate funds on December 15, 2006, ¢ntitled its holder to
four new shares issued under the contingent capital. SAP
is, however, entitled to satisfy these rights with treasury
stack. Until April 30, 2007, the Executive Board and, to the
extent that members of the Executive Board are affected,
the Supervisory Board are authorized to issue stock
options with subscription rights to SAP AG stock, secured
by contingent capital authorized for thac purpose, as part
of SAP Stock Option Plan 2002, a stock-based compensa-
tion plan. Thus up to 8,415,709 additional stock options,
cach with a subscription right fo four shares of SAF AG
with an attriburable value, in relation ro the common
stock, of €1, may be issued not later than April 30, 2007,
The Articles of Incorporation do not contain any

provisions that grant the Executive Board special powers
in a rakeover situation.

® SAY AG is a contracting party in the following key agree-
ments that are subject to change-of-control provisions in
the event of a takeover bid:

— To increase its financial flexibility, in 2004 SAP AG
negotiated a syndicated credi facility in the amount of
€1 billion with a group of international banks, which
has not been urilized to date. The agreement conrtains
a change-of-control clause. This clause obliges SAP AG
to notity the banks if it learns thar any person or any
group of persons acting together has directly or indi-
rectly acquired more than 50% of the voting shares in
the meaning of the German Securities Acquisition and
Takeover Act. On receiving the notification, the banks
have the right to cancel the credit line and demand
complete repayment of the outstanding debuif banks

that represent at least two-thirds of the credit volume
demand termination. Unless a continuation agreement
is reached, cancellation of the credit line and the repay-
ment obligation will take effect at a precisely defined
time thar, as long as SAP AG underrakes certain meas-
urcs, is no more than 30 days before and no more than
80 days after the date the banks were notified of the
change of control. In agreements berween SAP AG and
various banks for-bilateral credit lines that totaled

€599 million on December 31, 2006, we agreed the usual
standard material adverse change clauses permitting
the banks to terminate their agreements should events
occur that are seriously detrimental to our economic
standing. The possibility cannot be ruled out thata
change of control would adversely affect SAP for those
purposes. In the past, we have utilized these bilateral
credit lines only infrequently for a few days. In SAP AG's
current liquidity situation, termination of these credit
lines would not, however, have a substantial effecein the
short term,

— SAP AG has entered into relationships with various
companies to jointly develop and market new software
products. These joint development and marketing rela-
tionships are governed by appropriate agreements with
the respective companies. Some of the agreements
include a change-of-control clause providing, if control
of unc parey changes hands (for example, if we were
waken vver by another company), tha the agreement
cannot be assigned withoue the consent of the other
party or that the other party has the right to terminate
the agreement. Mast of the agreements were entered
into before mid-2006, and the obligations under them
have to a great extent already been fulfilled.

» Compensation agreements have been concluded with the
members of the Exccutive Board that take effecc in the
event of a change of control. These agreements, which are
encountered with increasing frequency in Germany and
elsewhere, are described in the Compensation Report section.
There are no similar compensation agreements with
employces.




RISK FACTORS AND RISK MANAGEMENT

Risk Management

As a global enterprise, we are exposed to an extensive variety

of risks across our entire range of business operations. In

the broadest sense, we define risk as being the danger of not
achieving our financial, operadve, or strategic goals as
planned. In order to ensure our fong-term corporate suc-
cess it is therefore essential that risks be effectively identified
and assessed and then either eliminated or at least limited
by means of appropriate control measurcs.

We have a comprehensive risk management system
in place, which enables us to recognize and analyze risks
carly on and to wake the appropriate action. This system is
implemented across the entire SAP Group as an integral
part of our business processes, comprises multiple control
mechanisms, and constitutes an important element of the
corporate decision-making processes. These mechanisms
include recording, monitoring, and controlling internal
enterprise processes and business risks, a number of mao-
agement and controlling systems, a planning process that is
uniform throughout the Group 2nd a comprehensive risk
reporting system. So as to ensure the effectiveness of our
risk management efforts as well as the transparency and
aggregation of risks within the framework of reporting, we
have opted fur an integrated approach (v managing corpo-
rate risks, to be uniformly implemented throughout the
Group, and have established a dedicated global risk manage-
ment organization with a direct reporting line to the Chicf
Financial Officer of SAP AG. This global risk management
organization is tasked as follows:

w To continually identify and assess the risks incurred
within all important business operations by means of a
uniform, methodical approach

® To monitor implementation of the measures defined to
counteracy risks

& To report on risks to management and the Executive
Board on a regular basis

& To develop and continuously mainrain a global, risk-
oriented insurance strategy as a means of risk mitigation

# To ensure compliance with regulations governing the
establishment and monitoring of cffective internal con-
trols of fimancial reporung in line with the U.S. Sarbanes-
Oxley Acy, secrion 404,

Bﬂst’.d on s assesment \\'Ol'k, our managcmcnt
believes SAL has an internal control structure that meets
the requirements of the Sarbanes-Oxley Act. At the time
this SAP Review of Group Operarions was written, the
assessment had not been completed, o no final conclusion
was possible, We have documented key business processes
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of SAP AG and its major subsidiaries, as well as the controls
contained in these processes, in accordance with those
requirements. Our global internal audir service and dedi-
cated process champions periodically assess these standard
processes and their documented procedures and rest
the design and effectiveness of the process controls. Further
elements of the system include a Group-wide corpurate
Code of Business Conduct for employees and the work of
the Supervisory Board in monitoring and controlling the
Executive Board.
Our risk management system is based on our global
risk management framework, which we developed and
implemented in accordance with international recommen-
dations to ensure we comply with Sarbanes-Oxley Act regu-
lations, The Globa! Risk Management Framework consists
of five main components:
® A Group-wide risk management policy approved by the
SAP Executive Board

® A three-tier global risk management organization {at
Group, divisionalfregional and local level) uniformly
structured in ali business units

8 A Group-wide, uniform risk management process model

8 IT tools implemented throughout SAP to support the risk
managemum PI‘OCCSS, and

® Group-wide cascading risk reporting.

Uniform Risk Analysis Across the Group

Within the scope of risk assessment, we consider the proba-
bility of occurrence as well as the loss associared with risks.
We employ both qualitative and quantitarive assessment
methods that are uniformly structured across the Group
and thereby foster the comparability of the risk analyses
conducted across the various business units. In accordance
with the results yiclded by analyzing the probability of
occurrence and potential loss, we assess a risk as “high,”
“medium,” or “low” on the Group-wide uniform risk assess-
ment matrix, In additon, we apply stochastic risk analysis
methods such as value at risk (VaR) calculations o continu-
ously determine our foreign exchange, litigation, and cscala-
tion exposures, Simulation techniques such as Monte Carle
analyses are used within the context of calcularing contin-

gencies for the pricing of project proposals.

In other areas, where a quantitative assessment is
more difficult, we employ qualitauive assessment technigues
based on the uniform risk assessment matrix indicated
above. We estimate the probabitity of occurrence and impact
of individual risks using a common assessment horizon of
three years te give us a risk prioritization.

We only use insurance for risk control where the
economic benefit appears worthwhile to us.
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We Run SAP Software

We have developed our own risk management software to
create transparency across all risks thae exist within our cor-
porare alfiance as well as o facilitate risk management and
the associated reporting system. We record and address all
identified risks in our own operational risk management
application. Every quarter, we consolidate, aggregate, and
present ta the Executive Board the risk management infor-
mation held in the risk management application. In addi-
tion, an ad-hoc risk reporring requirement to our Executive
Board and rhe chairperson of the Supervisory Board has
been established where a risk with an expected loss exceed-
ing €100 million is identified. Our threshold for the exis-
tence of a risk threatening SAP's existence has been defined
atan expected loss exceeding €150 million.

We review our risk management policy and process
muodel annually and revise them if necessary. Our global
internal audir service conducts rargeted reviews to check
compliance with our risk management policy. Our global
internal audit service regularly reviews the reliability of the
risk management structure and the efficiency of the risk
management and reports the results to the Executive Board.

Apart from these measures, our external auditors
perforay an annual assessment of the suitability of our risk
management structures to ensure early detection of risks
threatening SAP’s existence as required by the German
Stock Corporation Act, section 91 (2).

Key risk factors identified and tracked using the
enterprise risk management program are summarized
below, broken down by the same risk categories as we use in
our internal risk management reporting structure.

ECONOMIC RISKS

8 The purchase and implementation of our software prod-
ucts constitutes a considerable investment for many of
our customers, and is therefore subject to an investment
decision-making process. Uncertainties broughrt about by
changes in political, legal, or social situations can have
an adverse effect on vur business, assets, financial position
and operating results, since they are likely both 1o reduce
customers’ willingness to invest in acquiring and imple-
menting our producrs and ro delay the timing of these
investments, In this context, particular risks can emanate
from thosc countries in which, from a historical perspec-
tive, a certain legal and polidcal instability prevails. OQur
international vrientation and che fact thae we license our
products on all significant world markets give us addition-
al flexibility, because economic difficulties in one region
can be balanced by increased business activity on other
markets. We believe that a significant adverse impact on
our expected business performance due to a decline in the
general economic situation is unlikely.

m Terror attacks like those suffered by the United Stares,
Great Britain, and various countries in Asia, armed con-
flict such as chavin the Middle Fase, nararal disasters such
as forest fires in the Unired Stares and carthquakes in
donesia, or disease epidemics such as the avian flu chat
broke out in countries such as Thailand, Indonesia, and
South Korea in 2006 can lead to political, economic, and
social uncertainties. Such conditions, in turn, can damage
the local, regional, and even the world economy and
allect our investment decisions as well as those of our
customers. However, the economic impact resulting from
such events in recent vears has proven o be only short
term and did nor have any lasting adverse repercussions
on our business success. In our view, of the risks discussed,
the only currently significant scenario that poses a signifi-
cant and long-term threat to our expected income is that
of an avian flu pandemic among humans. According toa
report and estimates resulting from a meeting of the
World Bank and the IMF, a global pandemic as a result of
a mutation of the avian flu virus might not only result in
the deaths of millions of people, but could additionally
cause worldwide economic losses amounting to more
than 3% of world outpur, amounting to some €1.6 trillion.
To minimize possible losses such as those incurred in the
event of a virus outbreak, we are implemenring a world-
wide Business Continuity Management System intended
to ensure the funciionality of our core processes in crisis
situations.




@ Our products and services are currentdy marketed in over

120 countries worldwide. Sales in these countries are sub-
ject ro risks inherent in international business operations.
Such risks include, in particular, the general economic

or political conditions in individual countries, the conflicy
and overlap of differing rax siructures, regulatory con-
straints such as import and export restricrions, legislation
governing the use of the Internet and the development
and provision of software and services. In Brazil, Russia,
India, and China, certain regulatory constraints in the
form of, for example, special levies on cross-border royalty
payments and bureaucraric impaort control processes still
impede international goods traffic and business opera-
tivns, We address these risks by means of various measures
ranging from regular dialogue with the authorites of

the host countries 1o the initation of legal proceedings.

A moderate impact on our expected business performance
in the countries in question induced by such regulatory
constraints is nevertheless possible. For the majority of
our important target markets, in particular those of the
European Union and North America, the ever-advancing
convergence of legal and tax regulations allows us to
assess both the likclihood and impacr of these risks as low.

MARKET RISKS

m The entire [T sccror, including the software industry, has

experienced a period consolidation due to mergers and
acquisitions in recent years. Large companies have also
been affected by this development, as demonstrated by
Oracle’s acquisition of our competitors I'copleSoft and
Siebel in 2005. Large corporations such as IBM and
Microsoft continue 1o expand into our core market and
compete with us more directly. Competitors have estab-
lished or may in the furure estabhish cooperative relation-
ships among themselves or with third parties to wlor
their producis to customer needs. New alliances among
competitors may emerge from these and quickly acquire
segment shares to our disadvancage, This could have a
material adverse effect on us in a variety of ways, such as
reducing sales due to custonter uncertainty and subject-
ing us 1o competition from srronger, established compa-
nies or new peer group companices. We helieve thac our
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strategy of organic growth is the right one, particularly in
the face of Oracle’s aggressive acquisition strategy. There-
fore, we consider it unlikely ar the moment thar our
expected results will be greatly harmed by our direct com-
petitors’ winning significant share from us. Rarher, we sce
the current wave of consolidation in the IT sector asan
opportunity to strengthen our position. This assumption
is based in particular on the successful implementation
of our volume business straregy. However, we cannot rule
out that competitors may offer mare extreme discounts
to customers, thus significantly limiting our profits.

& The continuing trend toward business process outsourc-

ing (BPO) could result in increased competition through
the entry of systems integrators, consulting firms,
telecommunications companies, computer hardware
vendors, and uther IT services providers. The perception
of value created by SAI"s products among customers
could be diminished to the extent that outsourcing
providers bundle SAP applications with their services.
While most of vur revenue is currently derived from
license contracts concluded directly with end-customers,
an increased trend toward outsourcing business processes
to external providers could have an adverse impact on our
revenue and results. In addition, the distribution of appli-
cations through application service providers (ASP) may
reduce the price paid for SAP products or adversely affect
other sales of SAP products. We are actively countering
these risks with our increasingly successful strucrured
BPO partner program and our own on-demand business
model and product range in the CRM sector. In light of
these measures, we still consider the risk of significant
impairment to our revenue and results from competing
BPO providers and ASPs as unlikely for the foreseeable
future.

® Our large installed customer base has traditionally gencr-

ated a large portion of our revenue. If our customers
decide not to renew their maintenance agreements, not
tw license additional products, or net to contract for addi-
tional services, or if they reduce the scope of their mainte-
nance agreements, this could have a significant adverse
effece on our revenue. However, we consider this unlikely
due 1o the very solid growth of business with our instalted
base in the past two years and our lorward-looking
technological straregy, which has been acclaimed by both
analysts and customers. Moreover, a growing share of
revenue in business with new customers uffers new sales
opportunities and thus at least some possible replace-
ments.
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STRATEGIC PLANNING RISKS

m Targeting the needs of midsize companies with the aim of
building on our leading position in the midmarket is a key
part of our strategy. In that context, expanding our net-
work of partners, developing new and innovative prod-
ucts and business models for the midmarket, and creating
cfficient administration for volume business are all of
great importance. Developing and launching a new
product, implementing a new business model, and other
measures to win new segment share are all associated
with risk (also discussed in the Product Risks section) that
could have an adverse effece on our financial position and
operating results. In previous years, we demonstrated an
ability to overcome risks assoctated wich new producrs
and innovative approaches, and consolidated vur leading
position in our segment. Also, we are confident we can
cover our customers’ requirements with shorter time-ro-
value, minimum risk, and predictable cost. Therefore
we believe it is unlikely cthat planned product innovations
or new business modets will significanty impair our
planned results.

= We have entered into cooperative agreements with a
number of leading computer software and hardware
suppliers and rechnology providers to ensure that select
products produced by such suppliers are compatible with
SAP sofiware products. We have also supplemented our
consulting and services through alliance partnerships
with third-party hardware and software suppliers, systems
integrators and consuliing firms, Most of these agree-
ments and alliances are of relarively shorr duranen and
nonexclusive. In addition, we have established relation-
ships relating to the resale of some of our sofiware prod-
ucts by third parties. Most of these third parties or busi-
ness partners maineain similar arrangements with our
competitors, and some even operate in competition with
us. A decision by these partners to cease cooperating with
us when such agreements or partnerships expire or come
up for renewal could adversely affect the marketing of
and demand for our software products. However, this risk
has become considerably easier to assess in recent vears as
a consequence of the ongoing consolidation in the enter-
prise sofeware industry. We assess the occurrence of such
a risk event with a significant impact on our expected
business performance to be small because leading system

integrators and [T infrastructure providers such as IBM
and Microsoft, even where in competition with us, see
cooperation agreements with us as an efficient and aterac-
tive upportunity to raise their own business performance
in the enterprise sector. In our view, this also holds true
for our agreement with Oracle governing SAI's resale of
Oracle database licenses, since we are Oracle’s largest
dacabase reseller worldwide,

HUMAN CAPITAL RISKS

& In July 2006, SAP AG and SAP Hosting AG & Co. KG
gained a works council for the first time, as did SAP
Deutschland AG & Co. KG in December 2006. The works
councils cover all locations of those companies. This
significantly raises the number of works councils in the
SAP Group. A works council is entitled to be consulted
on decisions concerning the employees it represents.
There is now a greater risk that decisions on necessary
reorganizations, for example, may take longer to make
and be more costly t implement. However, we believe the
risk that the works councils would significantly restrict
our managerial freedom or materially hamper our com-
panies’ efforts to achicve their planned results is small.

8 Our highly qualified s1aff and managers provide the foun-
dation for developing and selling new products, market-
ing and providing services for existing products, success-
lully leading and exccuting SAP’s business processes, and
thus for securing its financial success. Ensuring that our
warkforce feels a long-term commitment to SAP is of
utmast importance to us, as is attracting new, highly
qualified staff. Qur operations could be adversely affected
if a high number of employees were to leave in quick
succession and qualified replacements were not available.
Most of our current employees, with the exception of
selecred managers, are currently subject to employment
agreements or conditions that do not contain postcon-
tractual noncompete provisions and, in the case of most
employees outside Germany, permit them to terminarte
their employment relationships at relatively short notice.
In light of the ever-increasing competition for highly
quatified talents in the [T industry, there can be no
absolute assurance that we will continue 10 be able to
attract and retain key performers over the long term,
despite the attractive benefits SAP offers. Nevertheless, as




in the past, our actractiveness as an employer was once
again confirmed by surveys conducted in 2006. Moreover,
our staff turnover rate at most SAP locations worldwide
remains at a very low level, and in 206 we succeeded, just
as in the previous year, in attracting much seasoned man-
agement talent with many years’ leadership experience in
rival companies. We therefore believe SAP’s attractiveness
as an employer will again offer excellent opportunities to
hire selected 1op alent worldwide in 2007 with the poten-
tial to contribute 1o 8AP's increased business success in
the future. Employee qualification and development
opportunities through continuing education and rrain-
ing, thorough, and consistent successor planning, and
benefits such as performance-orienied remuneration sys-
tems, employer-financed pension plans, and long-term
incentive programs are just a few examples of how we are
making extra efforts to counteracr this risk. We therefore
assess the risk of a rangible adverse effect on our business
operations as a result of the departure of key managers
and emplaoyees as unlikely ar the momenut.

ORGANIZATIONAL AND GOVERNANCE-RELATED
RISKS

As a stock corporation domiciled in Germany and listed on
a U.S. stock exchange, we are subject 1o both German and
U.S. governance-related regulatory requirements. Regula-
tions have been significantly tightened in recent years, most
notably through the introduction of the Sarbanes-Oxley
Act. In 2006, we embarked for the first time on an assess-
ment of our internal control structure for financial report-
ing in accordance with the complex requirements defined
by the Sarbanes-Oxley Act, section 404, At the time this SAI
Review of Group Operations was written, the assessment
had notbeen completed. However, we assume it wilt come
o a successful conclusion. It should nevertheless be noted
that, however great our efforts, there can be no assurance
that we will not be held in breach of the complex and highly
specific regulatory requirements if, for example, individual
employees behave fraudulently or negligently. We assess the
likelihood that such a risk event will occur as remore due
to a significant number of internal control mechanisms,
Any such event may have a material adverse impact on our
reputation and may lead o decreased business and stock
value performance, although it is difficuly to quantify the
risk involved exactly due ro the large varicty of potential
noncompliance scenarios.
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COMMUNICATION AND INFORMATION RISKS

m We have undertaken a range of measures in recent years
to mitigate the risk that internal, confidential communi-
cations and information about sensitive subjects such as
future strategies, technologies, and products are improp-
erly or prematurely disclosed to the public. These meas-
ures include Group-wide mandatory security standards
and guidelines relacing o external communications,
technical precautions to prevent the transmission of con-
fidential internal communications over external commu-
nication nerworks, and the provision of encrypted hard-
ware equipment w employees who are frequently exposed
to sensitive, confidential informartion. However, there is
no guarantee that the protective mechanisms we have
established will work in every casc. Our competitive posi-
tion could sustain serious darage if, for example, confi-
dential information abourt the future direction of our
product development became public knowledge. In light
of these extensive measures, which we regularly review,
we assess the occurrence of such a risk event as unlikely.

FINANCIAL RISKS

Our management aad external accounting has been in
curos since January |, 1999. Nevertheless, a significant
portion of our business is conducted in currencies other
than the euro. As a consequence, period-over-period
changes in a particular currency can significantly affect our
reported revenue and income. In general, appreciation
of the euro relative to another currency has a negacive
effect while depreciation of the euro has a positive effecr.
Accordingly, the relative rise in the euro’s value in 2006
against foreign currencies such as the U.S. dollar and the
Japanese yen had an adverse impact on our financial results.
We continually moniror cur exposure to currency
fluctuation risks based on balance-sheet items and expected
cash flows and pursue a Group-wide foreign exchange risk
management strategy using derivative financial instrumenis
as necessary. As a result of various steps we have taken, our
foreign currency risk is mostly centralized with SAP AG in
Germany. Taking into account the risk management instru-
menis mentioned, for SAP AG we regularly quantify the
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risk positions from the exchange races of the most relevant
currencies (in particular, the U.S. dollar, pound sterling,
Japanese yen, Swiss franc, Canadian dollar, and Ausrralian
dollar) using the value-at-risk standard. We calculate the
possible loss of income from foreign currency influences
for a holding period of 10 days and a confidence level of 99%.
The following table shows the value at risk calculated on
the basis of unhedged currency exposures (ourstanding
vpen items raking into consideration concluded hedging
transactions) as the end of the fiscal year and the yearly
averages for fiscal years 2003 and 2006. The yearly averages
are calculated using the figures at the end of the quarters.
Our 2006 average value at risk and year-end value at risk for
unhedged currency exposure were less than in 2005. This is
due in particular 1o the decrease in exchange rate volarility.
Furthermore, our unbedged currency exposure was lower
ac the end of 2006 than at the end of 2005.

Dec. 20 Yoarly Dec. 30 Yaarty

avarage average

2006 2000 2005 2005

€milions| €milions| €millions| € milions

Velue at risk 38 8.5 110 97

w Variances or slowdowns in our licensing activity may neg-
atively impacrt revenue from services and mainienance,
since such revenues typically lag behind license revenue.
A signiftcant decrease in the percentage of our rotal rev-
enue derived from software licensing could thus have an
adverse effect on our business, financial position, operat-
ing results, and cash flow. Our strategy therefore gives
priority to increasing software revenuc over other forms
of reverue and, as a result, we were able to increase the
percentage of toual revenue derived from software licens-
ing in the past. We are sure that this trend will continue
in the coming fiscal year.

m We use derivasive instruments to hedge the anticipated
cash flows in connection with SAP's employee stock
appreciation rights (STAR) plan. However, there can be
no assurance that the benefits achicved from hedging
the STAR plan will exceed the costs of hedging the STAR
plan.

PROJECT RISKS

» Implementation of SAP software is a process that often
involves a significant commitmenc from our customers in
terms of resources and is subject to a number of signifi-
cant risks over which we have little or no conrrol. We
cannot provide absolute assurances that protracted instal-
fation times will not continue, that shortages of crained
consuliants will not occur, or that the custs of installacion
projects will not exceed the fixed fees we charge in all
our customer projects, any of which could resultin
claims from customers and harm SAs image. However,
for various reasons we have been trending positively in
this risk category for several years. On the one hand,
our customers now increasingly follow modular projecr
approaches to optimize their IT environment. They
embark on sequentally integrated individual projects
with a comparatively low risk profile to realize specific
potential improvement instead of pursuing highly com-
plex resource-intensive projects to implement an all-
embracing IT landscape. In 2006, our projects used a risk
management system that is seamiessly integrated into
SAP project management methods. Risk control and
minimization in customer projects have thus been
optimally integrated into our overall risk management
system.

2008 saw a further reduction i towal escalation-
handling expenses. This positive trend continued through
2006 as well. The number of actions filed against us arising
out of vur regular operations once again remained un-
changed in comparison with the preceding year. In our
opinion, the remaining individual risks arc adequasely
considered in our financial planning, in parricular
through the build-up of the necessary accruals. In addi-
tion, we have provided adequate insurance coverage
against a broad range of typical liability scenarios estab-
lished on the basis of known project risks, A rangible
adverse impact on SAP’s expected business and earnings
from customer project risks is therefore unlikely in our
view.




PRODUCT RISKS

® To achieve full customer acceptance, new products and
product enhancements can require long development
and testing periods. Such efforts are subject to multiple
risks, for example, scheduled market launches can be
delayed, marker needs and requirenzents may not be
entirely met, or products may not completely sarisfy our
stringent quality standards. Furthermore, new products
and product enhancements may still contain underected
errors when they are first refeased. Our productinnova-
tion life-cycle process, which provides strict quality con-
rrols at various defined poimis, was implemented several
years ago in order to counterace such risks. In addicion,
we work in close cooperation with early-stage customers
o correct such errors in the first year following the intro-
duction of a new software release. There can be no assur-
ance, however, that all such errors can be corrected to
customers’ [ull satisfaction. As a resulr, ic is feasible that
certain custoniers may bring claims in certain cases for
cash refunds, damages, replacement software, or other
concessions. SAP sofeware products are chiefly used by
customers in business-critical applications and processes.
This raises the defined risk in the evenr of actual or
alleged failures of our software products and services. Our
contractual agreements generally contain provisions

designed to limit SAIs exposure to warranty-related risks.

However, these provisions may not cover every even-
tuality or be entirely effective under applicable law. Such
claims could adversely affect our assers, finances, income,
and reputation. Nevertheless, we counter these risks wich
thorough project management, project monitoring, rigid
and regutar quality assurance measures certified accord-
ing to SO 9001, and program risk assessments during
product development. The generally high quality of aur
products is confirmed by our low customer escalation

handling expenses (as described in the Project Risks section),

the low rate of liigation arising against us our of our
regular operations, and our constantly high customer
satisfaction ranings as measured by regular customer sur-
veys. Therefore, we believe it s unlikely that our planned
results will be significany impaired by produce defect
claims from SAP customers.

Raview of SAP Group Operations 121

® Our products include security features that are intended
1o protect the privacy and integrity of customer data.
However, information systems and software applications
are increasingly coming under attack for reasons ranging
from eriminal intent to personal financial gain. Ar the
same time, an increasing number of applications are
offered and supplied via the Interner to simplify cross-
company processes. Despite our security fearures, SAP
products may be vulnerable o attacks and similar prob-
lems may be caused by Interncr users, such as hackers
bypassing the security precautions of our customers and
misappropriating confidential information. Artacks by
criminally motvated hackers or similar disruptions could
jeopardize the security of infarmation stored in and trans-
mitted through the computer systems ol our customers
and lead ro claims for damages against us from cusiomers.
We counter this risk with a multilevel approach. First, our
development pracess includes measures for preventing
security problems, which are subject to mulriple conrrol
checks prior to product delivery. Secondly, all our appli-
cations are supplied with a sccurity conceprintended
cnable oprimum integration into the customers' existing
sceurity archirecture urtilizing the safery functions detiv-
ered by SAP with the product. However, in the unlikely
event that any security problems are identified in SAP
software, customers are provided with solution ro recrify
the situation as quickly as possible. Since our technologies
have not been significantly exposed to major security
auacks so far, and in view of the extensive security func-
tinns SAP provides, this risk can be classed as highly
unlikely.

m We have taken numerous third-party technologies under
license and incorporated them into our products. It can-
not be ruled out thac the licenses for certain third-party
technologies will not be terminated against our interests
or that we will not be able to favorably license third-party
software for our products. This could lead to short-term
replacement problems and 1o significandly higher devel-
OUpMENt expenses.
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® A key component of our strategy for a broad adoprion of
the SAP NetWeaver platform is offering it to certified 1SVs
so they develop their own business applications. To the
extent that SAP cannot aterace a sufficient number of
capable ISVs delivering high-quality solutions based on
the platform, the desired market penetration of SAP
NetWeaver may not be achieved. Any 1SV-developed solu-
tions displaving significant errors may reflect negatively
on our reputation and thus indirecily impede our own
business operations, In addition, as with any open plar-
form design, the greater flexibility provided to customers
to use data generated by non-SAL software might reduce
customer demand to select and use cerrain SAP software
products. To counter this risk, we have established a
thorough certification process for all third-party vendors
designed 1o ensure that they deliver consistency high
guality,

OTHER OPERATIONAL RISKS

a We use many different means to protect our intedlectual
property. For example, we register patents and trade,
service, and other marks, we bring court action against
infringements of our patents, copyrights and authorship
rights, and marks, we imposc appropriace provisions in
our license and nondisclosure agreements, and we deploy
anti-infringement technology. Despite these efforts, it
cannot be ruted our that these measures will not be suffi-
cient and that we will suffer extensive damage caused by
an infringement of our intellectual property that cannot
be pursued effectively in the courts. For example, in some
countries in which we market our software products the
law offers less protection against illegal copying of soft-
ware than in the United States or in Germany.,

# We have been issued patents under our patent program
and have a number of applications pending for inventions
claimed. Furthermore, we sclectively embed third-party
open-source software components in our software solu-
tions. We have implemented strict and detailed approval
processes for the deployment of such components, which
involve, among other measures, a thorough check of any
related license terms. Nevertheless, there can be no assur-
ance thar, in the future, patents of third parties will not
preclude us from utilizing certain technologies in our
praducts, including open-source software components,
or require us to enter into royalty and licensing arrange-
ments on terms that are not favorable 1o SAP, Third
parties have claimed, and may claim in the future, that we
have infringed on their intellectual property rights, even
though we are not aware of any such infringement.

u [n 2006, a number of lawsuits were filed against us for

alleged patent infringement. For example, in September
2006 U.S.-headquartered i2 Technologies US Inc. and

i2 Technologies Inc. brought an action against usin the
United States, while in October 2006 Sky Technologies
LLC, likewise based in the United States, also filed a suit
against us there. In January 2007, German firm CSB-
Svstemns initiated litigation against us in Germany. We are
vigorously defending against the claims, which we believe
to be without merir. We do not believe they will have any
material adverse effect on our business, finances, income,
or cash flow. The {final outcome of these actions currently
before the courts cannot be predicted to any degree of
certainty. Also, any trial involves risk and potentially sub-
stantial legal costs. It is therefore impossible to exclude for
certain the possibility that these cases could have a materi-
al adverse effect on our business, finances, income, or
cash flow. As discussed, a significant loss would appear
unlikely and the dammages — if we were found liable — can-
not be estimated. On December 31, 2006, we therefore had
no accruals for this purpose. We think it likely that SAP
will increasingly be subject to such claims. The legal
wrangling involved with a claim, with or withour merit,
can be time-consuming and resulv in costly litigation or
cause product shipment delays. Such action may lead to
injunctions against the sale of our products, nccessitate a
complete or partial redesign of important products, or
require us to enter into royalty or licensing agreements,
which would significantly impair our results. Royalty or
licensing agreements, if required, may not be available on
terms acceptable to us.

® We are also exposed to the risk thar court actions are

brought against us relating to our other business activi-
ties. For example, in October 2006 a company domiciled in
South Africa informed our management that it was
bringing an action against us in the High Court in South
Africa. The plaintff claims nine-digit euro damages and
injunctive relief for alleged breach of a distributorship
agreement. The writ has not yet been formally served on
SAP in accordance with international law. At present,

we do not believe the outcome of this action will havea
material adverse effect on our business, finances, income,
or cash flow. However, such court actions are beset with
uncertainties, and our opinion may change.




m Computer viruses could be introduced into our systems
or those of our customers or supphiers, This could disrupt
our network or make it inaceussible to customers or
suppliers. Such security problems may result in recovery
costs, production downtinte, and customer claims, which
would significantly harm our business. However, the
risk is very unlikely 1o occur due to she variety of defense
mechanisms in place, such as stawe-of-the-art firewal!
technology, anti-virus software and processes for sealing
off the SAP newwork when viruses attack. As a resulg, our
main [T systems enjoyed an average availability of 99.85%
in 2006,

 [n the past, we have acquired companies, products, and

technologies to expand our business. Such acquisitions are

also planned for the future. In particular, our scrategy for
growth includes acquiring enterprises to specifically
expand our product portfolio, such as the acquisition of
Virsa Systems, Inc. Risks commonly encountered in such
transactions include che inability to successfully integrate
the acquired business and the acquired technologies or
products with our current products and technologies; a
potential disruption of our ongoing business; the inability
to retain key technical and managerial personnel; the
assumption of material unknown liabilities of the
acquired companies; the incurrence of debt or significant
cash expenditure; a potential adverse impact on our rela-
tionships with partner companies, third-party providers
of technology or products, or customers; and regulatory
constraints. We counter these risks by means of many
different methodical and organizational measures, These
range {tom thorough technical, financial, fiscal, and legal
due diligence checks on the object to be acquired and a
holistic evaluation of material transaction and integration
risks before conclusion of any rransaction to derailed,
standardized integration planning and its execution by a
dedicared integration team. In view of the fact that the
companies we have acquired until now have been of a
manageable size, we consider the risks described here as
controllable and do not think it likely that our expected
results will be significantly impaired.

® As part of our venrure capital activities, in the past we
acquired and expect to continue to acquire equity inter-
ests in technology-related companies. Many of these
enterprises currently generate net losses and require
additional capital outlay {rom their investors. Changes to
planned business operations may possibly affecc the per-
formance of companies in which SAP holds investments,
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which in turn could negatively impact our resultsand
financial position or our ability to recognize gains from
the sale of marketable equity securities. Moreover, under
German rax law, capital tosses or writedowns of equity
securities are not tax-deductible, which may negatively
impact our effective tax rate. However, this risk is restricted
due to the limited scope of vur venture-capital activities,
making a significant cffect on planned results unlikely.

CONSOLIDATED RISK PROFILE

10 2006, as in 2005, project risks and product risks were

the categories with the highest percentage scores in the
overall risk diseribution profile. Strategic planning risks
ranked equal third with other operational risks. Those four
categories plus our human capital risk and market risks
together account for 84% as a portion of all risks in the
profile. All of the other categories of risk remain relatively
insignificant 1o SAP.

In 2006, none of the quaniifiable risks identified with-
in our risk management system exceeded the thresholds sex
by SAP for the existence of a risk threatening SAP's exisience
(€150 million expected loss). The risks idenrified and quanti-
ficd within the framework of the continuous, operative risk
management process demonstrate the continuing positive
trend recorded in 2005. The proportion of risks on levels
“high” or “medium” in the risk-level matrix we use once
again decreased steadily. At the end of the fourth quarter,
thuse risks categorized as “high” accounted for less than 5%
(2005: 6%), while the proportion of “medium” level risks
declined over the course of 2006 to 21% (2005: 24%). Asa
result, the proportion of risks with risk level “low” rosc in
the period between the first and fourth quarters of 2006 o
74% (2005: 70%). Thus, in our view, neither individually nor
collectively do the risks idenrified above constitute a threat
te our existence. On the contrary, the consolidated risk
profile developed favorably during the course of 2006, and
we believe our business opportunities, described below, will
be of far more significance. In view of our risk profile, we
are confident that we can continue in 2007 to successfully
counter the challenges arising from those risks thanks to
our strong position in the market, our technological leader-
ship, our highly mortivated employees, and our structured
processes for early risk idenrification.




124 Review of SAP Group Qperations

BUSINESS IN THE NEW YEAR: EARLY NEWS

We not aware of anything in the early months of 2007 so
significant to SAP that it would lead to a different view of
the Group's assets, finances, or income than at the end of
2006. However, there is some early news that underscores
the positive progress we are making.
® [n February 2007, the Great Place to Work instirute once
again named SAP Germany’s best employer. For the third
vear in a row, we achicved the top ranking in the category
for companies with more than 3,000 employees. Addition-
ally, our comprehensive employee health management
program won us the special prize in the health category.
® Our Supervisory Board expressed its continuing confi-
dence in SAP AG's CEQ, Henning Kagermann, and praised
his extraordinary achicvement over the years in driving
the Group toward organic growth. The Supervisory Board
resolved to extend his period of office to May 31, 2009,
Henning Kageemann accepted the extension.
We also took various steps 1o further improve our
business.

Expanding our Traditional Core Business

In January 2007, we announced a new version of the SAP
All-in-One solutions buitding on the latest developments in
SAP ERP and the SAP NetWeaver platform. The solutions
leverage the power of an enterprise SOA o offer midsize
customers — and partners that serve them = new levels of
flexibility, simplification, and rapid deployment. They also
provide strearmlined business scenarios, enhanced analyrical
reporting, and integrated management of customer rela-
tionships.

I parallel, we introduced a new program that
enables partners to quickly and efficiently update their
existing solutions to the next version of the SAP All-in-One
solutions —and develop new solutions. We marker the
new version of the SAP All-in-One solutions ourselves and
through our pariner ecosysiem. Midsize conpanies and
partners will be able, like customers of the newest version of
SAP ERP, to continuously install future software innova-
uons as enhancement packages inexpensively and without
interrupring their business.

SAP Best Practices

Later in 2007, we will ship enhancements to our proven SAP
Best Practices. They wilt include new preconfigured indus-
try and cross-industry business scenarios with documenta-
tion, and deployment tools for faster implemientation and
additional coverage for countries and lor industries, such as
the media and telecommunicarions, SAP Best Practices
offerings are based on our experience and thac of partners,
gained from decades of serving leading companies o all
sizes in all industries.

Daeveloping New Business with Smaller Midmarket
Companies

In January 2007, we annoeunced more details of our new
approach to business software for smaller midmarket
companies. Our new solution, code-named “AlS,” aims 1o
fully exploit the advantages that enterprise SOA offers for
business software. With AlS, customers and partners can
rapidly adapr preconfigured business processes to fit their
own requirements. We will marker this offering as a trial
solution, providing customers with a complete, personal-
ized version of A1S to test before they buy.

The solution offers smaller midmarket companics
a short time ro value, minimum risk, and prcdictablc cost.
We will integrate e-learning and service and supportin the
produce, which will be avaitable in hosted and on-demand
options. We will leverage the Internet and telesales to
marker AlS,

We believe that by combining a completely new
product concept and an innovative business model we will
gain access to new streams of potential revenue, Aside from
investing in developing the product, we will invest in sales
channels, process, infrastructure, and human resources,
all ariented toward new customer relationships and a big,
diversified partner ecosystem.




New Income Statement Structure

From the first quarter of 2007 we are restrucwuring our
Consolidated Statements of Income to show porential new
revenue streams more transparently. We will show revenue
from subscriptions and other software-related services as an
additional item as an element of software and maintenance
revenue. This new item includes revenue from subscrip-
tions, from seftware rentals, and from other software-relatc-
ed services. Subscription revenues flow from contracis that
have both a software element and a maintenance clement.
Such a contracc typically gives our customer the use of
current software and unspecificd future products. We take a
fixed monthly fee for a definite term - as a rule, five years.
Software renral revenue flows from software rental con-
tracts, also with software and maintenance elements — but
here the customer gets the use of current products only.
Cur vther software-related services revenue includes rev-
enue from our on-demand offerings, for example the SAP
CRM on-demand solution, any future on-demand revenue
from our new midmarket product, revenue from hosting
contracts that do not entitle the customer to readily exit the
arrangement, and revenue from software-related revenue-
sharing arrangements, for example vur share of revenue
from collaboratively developed products.

We are also renaming what was previously calied
software and maintenance revenue: This will be shown as
soltware and software-related service revenue, Thus soft-
ware and soltware-related service revenue is the sum of our
software revenue, our maintenance revenue, and our rev-
enue from subscription and other software-related services.
In 2006 our rotal software and software-related service
revenue was €6.605 billion.

The 2007 ocutlook discussion below uses 1his new
income statement scructure, The operating margin dis-
cussed in this outlook is the U.S. GAAP measure, not, asin
previous years, our adjusted mcasurce,
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OUTLOOK
THE GLOBAL ECONOMY MOVING FORWARD

Slower Economic Growth

The IMF believes the current global recovery will continue
in 2007, bur with less vigor than in 2006. In 2007, it expects
world vutput to increase 4.9%, which is 0.2 percentage
points less than in 2006.

The IMF expecis the U.S. economy to grow only
2.9%, the euro area economy only 2.0%, and the German
cconomy 1.3% in 2007. It believes growth in Japan will fall
back to 2.1%. Only in the emerging markets does the IMF
expect strong cconomic growth to continue in 2007, with
rates of 6.3% in Russia and 10.0% in China, for example,

The QECD believes output in its member states will
increase 2.5% in 2007 and 2.7% in 2008. It expects cthe output
of the United States 10 increase 2.4% (2008: 2.7%) and of the
euro area 2.2% (2008: 2.3%).

The IMF identified the inflationary pressure that was
trending up by the end of 2006 as a possible threat to its fore-
casts, along with borrlenecks on the financial markets or
another oil price spike. Over the course of 2006, the growing
inflationary pressure resulting from worldwide economic
groweh, high oil prices, and the significant price hikes for
commudities played a particularly important role in assess-
ments by economists. However, prices rose only moderately
due to the fact that production capacity was increased in
many places. Nevertheless, the central banks of the world's
major economies such as in the United States, the euro area,
and Japan raised their key rates in summer 2006 as a preven-
tive measure to counteract possible risks of inflation. The
IMF believes this will keep risk potential within an accepr-
able range.
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OUR INDUSTRY MOVING FORWARD

Based on continuing global economic growth, the experts
at IDC view the outlock for 2007 and 2008 with conflidence.
They forecast worldwide spending on IT will increase by
6.6% in hoth 2007 and 2008. [t is projected that this growth
will be shared abuut equally amang Western Europe (2007:
5.3%; 2008: 6.3%). North America (2007: 6.1%; 2008: 5.8%), and
the Asia Pacific Japan region (2007: 6.4%; 2008: 5.8%). Japan is
expected 1o enjoy moderate growth rates of 2.4% in 2007
and 1.7% in 2008. In contrast, projections sce disproportion-
ately high IT spending in the Central and Eastern European
markers, expanding by 14.0% and 13.6% in 2007 and 2008
respectively.

According to IDC, investment in applications soft-
ware — which is of kev importance to our business — should
increase worldwide at an even higher rate than that of the
overall IT market. IDC's experts are forecasting spending
increases in this segment in 2007 and 2008 of 72% and 7.1%,
respectively. Growth in the packaged sottware segment
is expected to develop in all regions worldwide at a rate
disproportionately higher than total spending for IT.

IDC expects the value of the IT market w grow to
abuurt US$1,476 billien by 2010. With our current products
and the new products planned for the coming years, we will
be in a position by 2010 to serve a marker segment valued at
more than US$70 billion.

Based on an [DC study of the ERP market, our
assumption is that the SME marketin particular will
become the driver of growth by the year 2000. Thus, in IDC's
view, the ERI’ vendors thar will be most successful in this
business environment will be thase that have multiple,
varied ERP product lines at cheir disposal for small business-
cs, midsize companies, and large enterprises, and at the
same time maintain excellent sales partner and suppory
programs.

SAP MOVING FORWARD

Strategic Perspectives

We aim to continue increasing our revenue from software
and software-related services every year by 10% or more in
the years to come. We intend to consolidate our market
position in our traditional core business and to build a new
business with smaller companies.

Expanding Qur Traditional Core Businass

There is considerable potential for growth in our traditional
core business with many large global corporations and com-
panices in the upper midmarker. Enterprise SOA is the basis
for the business process platform, which opens the way for
our customers to gain competitive edge with more flexible,
more efficient business models and processes. With our
partners, we offer a powerful ecostyscem ro help customers
obtain the full benefit of the platform concept. Qur cus-
tomers appreciate these benefits, which is why, increasingly,
they are making subscription-based global enterprise agree-
ments with us.

We intend to consolidate our leadership in the core
enterprise applications segment with addirional applications
for the SAP Business Suite. We also plan to actively targer
key industries (retail, public sector, and high tech) with spe-
cific sulutions and work with pareners 1o address the upper
midmarket. We also intend to win over information workers
by offering attractive analysis and report applications, for
example, in the SAP xApps composite applications, includ-
ing SAP xApp Analytics composite application, and Duex
(developed in collaboration with Microsoft). That could
help our customers gain considerable extra value from the
investmenr they have already made.

We intend to further consolidate our position as the
world'’s most successful maker of business software by
ensuring that each region contributes more evenly to our
carnings. W intend to continue increasing the revenue
we derive from our core markets — but also from growth
markets, especially the BRIC countries.

Additional room for growth is provided by new
modes of operation such as on-demand, our business
process platform with the flexibility it offers, and our SAP
NetWeaver platform. Migration of our customers from
SAP R/3 to SAI' ERP and our Safe Passage initiative for
migrating to SAP both undergird the strength of our posi-
tion in an industry trending to consolidation. SAP All-in-
One based on SAP ERP, which we market with partners,
is another factor in our leading position in the upper mid-
market segment.

Developing New Business with Smaller Midmarket
Companies

As announced in January 2007, to better serve the needs of
the Jower midmarket we intend to introduce a new business
model based on a new product, currently code-named
"A18." AlS is also based on enterprise SOA from the outset.




Along with the product itself, we intend to offer new
models for sales, customer testing, implementation, and
support for this customer segment. As we announced, we
intend 1o substantially increase our investment in these
fields in the next two years. We intend to successfully
address this marker with our current partners and with
new pnrtners.

This scenario — an as yet Jargely untapped market,
our new preduct, and our inpovative business model —
offers prime conditions for growrh. We estimace the size of
this market to be USS$1S billion.

We will also offer the next version of SAP Business
One, delivercd during the first half of 2007, in the segment for

small businesses with fewer than one hundred cusiomers.

Organic Growth

We remain strategically committed to primarily organic
growth. That is why we will continue to invest in developing
our products, along with our investment in infrastructure,
sales, and marketing. Qur platform sirategy also enables us
1o leverage the innovative potential of our partners for the
use of our customers. We expect (o make targeted acquisi-
rions t improve our coverage in key srrategic fields. We
intend 1o fund all of our capital expenditure in 2007 fron
operating cash flow,

Operational Targets for 2007: Profitable Growth

In 2007, we intend 10 finish our enterprise SOA road map by

delivering the service-oriented versions of the SAP Business

Suite and our proven SAP All-in-One solutions for the mid-

market. In addition, we intend to offcr a completely new

product for smaller businuss, which is casy 10 try, casy 1o

run, and easy to adapz.

Our business outlook for 2007 {full year) assumes an

cffective tax rate in the range 32.5% 1o 33%.

a We expect year-over-year software and sofoware-related
service revenue growth in the range 12% to 14% on a
constant currency basis. The corresponding rate of
growth in 2006 on a constant currency basis was 12%. We
expect subscription and other software-related services
to account for approximately 2% 1o 4% of toual software
and software-related services revenue.
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u To tap new business in the lower midmarket in the years
to come, over a period of eight quarters we intend 1o
invest about €300 million ro €400 million more in sales
channels, process, infrastructure, and human resources,
all oriented toward new customer relationships and a big,
diversified partner ecosystem. Depending on when we
actually make these exrra investments, in 2007 we expect
to reinvest the equivalent of about one 1o two operating
margin percentage points in preparing for addidional
future growth opportunities. Thercfore, we assume our
2007 operating margin will be in the range 26.0% ta 27.0%.
Our 2006 operating margin was 27.3%.

» We plan to increase our headcount by 3,500 FTEs in 2007,
and we expect 3% to 10% of the new jobs to be in Germany.

= To ensure shareholders benefit appropriately, we will
continue to buy back shares and, if the Annual General
Meeting of Shareholders so resolves, we will pay a divi-
dend thar provides a payout ratio of 30%.

The capital expenditures we have planned for 2007,
which we can cover in full from operating cash flow, will
mainly be on the completion of new office buildings at vari-
ous locations. We plan to build liquid assets and reinforce
our healthy financial situation.

Assumptions underlying this outlook include future
economic conditions as described herein and customer
purchasing behavior exhibiting the accustomed seasonality
with sales peaking in the fourth quarter.

Prospects Through 2010

In the medium term, we expect further advances and con-
tinuing revenue growth. The completion of our enterprise
SOA road map and the introduction of our new husiness
maodel for the smaller business segment will open up poten-
dial for us to address more markets. We anticipate that the
total volume of the software and software-related services
segment of which our revenue is a share will grow from
currently about USS30 billion to more than US870 billion

by 2010.

By 2010, we aim to earn approximately half of our
orders received with new, as yet unavailable, products, and
to increase our customer base to approximarely 106,000,

We expect 40% 10 45% of our orders received to be for small
businesses or midsize companies.

In our new business we see a US$1 billion opportuni-
ty and expect approximately 10,000 new cuscomers per year
by 2010. We expect the margin on the new business (o exceed
rhe margin on our established business from 2010, We expect
double-digit growth to continue in our established business.
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CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF INCOME

for the years ended December 3t,

Note 2008 2005 2004

€(000) €(000) €000}

Softeare revenue 3.071.2M 2.782.151 2.361.012
Maintenance revenue 3,533.282 3.175.642 2,823,189
Software and maint: r 6,604,573 5,958,392 5,184,201
Consulting revemus 2,340,268 2,138,941 1,970,606
Training revenue 382,830 342,466 302,443
Setvice revenue 2,723,098 2,481,407 2,273.049
Other ravenue 14,452 72,629 57.243
Total revenve {5) 9,402,123 8,512,429 1.514,493
Cost of software and maintsnance - 1,009,966 - 993,227 - 916,278
Cost of sorvice - 2,078,011 - 1,924,614 - 1,783,453
Rosearch and development -1,334.815 - 1,088,832 - 808,058
Sales and markating (8) - 1,915,441 - 1,748,221 - 1,523,862
Ganera!l and administration - 464,968 - 435,185 - 366,425
Other operating incoma, net (n 56.470 5,182 1,782
Total operating axpenses - 6,836.729 - 6,181,697 -~ 5,498,112
Opaerating Incoms 2,565,304 2,330.732 2,018,391
Other non-operating Income/expenss, net 9 - 12303 - 25,161 13,274
Financial incoma, net {10 121,708 10,785 40.997
Income belore incomas taxes and minority Interos! 2,674,799 2,318,356 2,072,642
Incoms taxes {11} - 801,812 - 817,053 - 157,269
Minority interest - 1,810 - 2,898 - 4,852
Net income 1,871,317 1,496,407 1,310,521
Earnings per sharo - basic ih € (12} 1.53 1.21 1.05
Eomings per shore - diluted in € {12) 1.52 1.20 1.05

The sccompanying Notes are an integral part of these Consodid,
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CONSOLIDATED BALANCE SHEETS
ag of December 31,

Assets Note 2006 2005
€(000) €(000)
Cash and cash equivalents (13) 2,398,734 2,064,074
Shert-term investmaents (13) 930,050 1,782,319
Accounts raceivables, net (14) 2,440,188 2,249,482
Irrventories (15) 3.977 19,377
Other zssels (18) 367,332 211,565
Deferred income taxes (11} 107,515 129,336
Prepoid expenses/delerred charges (N 75,386 63,708
Current assets 6,324,079 6,519,860
Goodwill (18) 987,586 625.546
Intangible assets, net {18} 262,582 139,897
Property, plant, and equipment, net {19} 1,208,195 1,094,965
Investmants {13} 04,931 62,614
Accounts receivable, not {14) 2875 1,545
Other assets {18} 533,289 472,582
Deferred income taxea {11} 68,489 98,238
Prepaid sxpenses/deferrad charges (11} 22,862 23.877
Noncurrent assets 3,170,659 2,520,044
Totsl assets 9,502,738 9,039,804
Liabilities, Minority interests and Shareholders’ equity Nots 2006 2005
€(000) €(000)
Accounis payabls (20) 610.033 546,447
Income taxes peyebls 260,627 365.19
Other liahilities {20 1,298,267 1,280.27)
Provisions current (21) 163,241 159,642
Deferred income taxes (11) 35,940 44,326
Deferrad income (22) 405,153 346,966
Current liabilitiea 2,773,261 2,742,091
Accounts paysble (20} 34,348 40,359
Accrued incoma taxes 67,051 41,220
Other libilities (20 72,857 56.310
Provisions noncurrent {21) 338,459 284,611
Dafarred income texes tn 16,422 21.020
Dafervad income 22) 55,032 57,460
Total liakHitles 3.357.428 3.250.051
Minority interests 9,455 7.615
Common stock, no par value 1.267.537 316,458
Authorized - Not issued or ocutstanding:
495 milllon at December 31, 2006 and 135 million a1 December 31, 2008
Authorized - Issued and outstanding:
1,268 million and 316 milion sheres at December 31, 2008 and December 31, 2005
Traasury stock - 1,741,810 - 775.318
Additional paid-in capital 352,842 372,167
Ratalnad sarmings 6,594,805 5,886,188
Accumuletad other comprohensive loss -337.323 - 117,855
Sharsholders’ equity (23) 6.135.855 5.702.238
Total liablities, Mincrity interests ond Shareholdars’ equity 0,502,138 9,039,904

The sccompanying Notes are an integral part of thess C. dsted
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

AND COMPREHENSIVE INCOME
for the years ended December 31,

Number of
shares issued Additional Retained
oand outstanding Common stock paid-in capital samings
(000) €{000) €(000) €{000)
Deocombor 31, 2003 15,414 315,414 200,555 3,781,086
Net income 1.310,521
Cther comprehensive income/loss, net of tax
Towal comprahansive incoma/ioss
Stock-based compensation 188
Dividenda ~ 243,718
Treasury stoch transactions B.881
Convertible bonds end stock options exercised 590 580 21,389
Other - 4,351 7,285
Dacembar 31, 2004 318,004 316,004 322,660 4,830,156
Net income 1,496,407
Cther comprahenaive income/toss, net of lax
Total comprehansive incoma/loss
Stock-based compensation - 36,356
Dividends = 340,425
Treasury stack transactions 48,136
Convertible bonds and stock options exercised 454 454 42,204
Other -3.967 48
Dacember 31, 2005 316,458 316,458 312,787 5,888,186
Net income 1.8711.377
Other comprehensive income/loss, net of tax
Total camprahensive income/Toss
Stoch-based compensation 17,611
Dividends - 447,219
Treasury stock transactions 44,434
Convertible bonds and stock options oxercised 426 426 45,940
Issuance of common stock 950,853 850,853 - 134,768 - B15,885
Cther 3.650 350
Impact of first-time adoption of SFAS 158
Decembar 31, 2006 1,267,537 1,267,537 352,642 6.594,809

The stcomparrying Nolas bre an ntegral part of thase C: ik d Fi
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Accumulated other comprehensive income/loss

Foreign
currency
translation
adjustment

Unrealized
gains/losses
on marketable
securition

Unracognized
paiition cost

Unrealized
gainsflossas
on cash flow

hedges

Unraallzed
goins/losses on
STAR hadges

Currency
effects from
intarcompany
long-term
investmant
transactions

Troasury stock

Total

€(000}

€(000)

€(000)

€(000)

€{000)

€(000)

€(000}

€(000}

- 251,673

15979

-3.722

13,441

23,996

0

- 461,631

3,709,445

1,310,521

-70,723

-1.678

- 7,019

=13

- 15,398

- 2473

- 103,422

1,207,089

166

- 248,716

- 107,535

- 09,854

21,979

2,014

]

- 322,386

8,301

- 10,741

13,310

8,588

-2.4713

- 569,166

4,594,253

1,496,407

120,136

2,867

768

-22.273

42,814

43,238

187,548

1,683,953

- 36,356

= 340,425

- 206,152

- 158,018

42,748

- 202,260

11,168

- 9,975

- 8,083

51.412

40,763

- 775,318

5.782,238

1,871,377

- 148,568

- 8,692

19,546

- 47,966

- 26,022

- 209,702

1,661,675

17,611

- 447,219

- 966,492

- 922,058

49,366

0

4,008

- 9,766

- 9,768

- 350,828

4,476

- 19,141

10,583

3,448

14,741

- 1,741,810

6,135.855
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CONSOLIDATED STATEMENTS OF CASH FLOWS
for the years ended December 31,

Note 2008 2005 2004
€(000) €(000) €(000)
Nat income 1.871.3717 1,496,407 1,310,521
Minority interests 1,010 2,095 4,852
Income before minority interests 1.873.187 1,499,303 1,315,373
Adjustments to reconcile income before minority interasta to
net cash provided by operating activities:
Depeaciation and amortization 214,243 203.545 209,668
Loss {incomae) from equity investees (10} 672 - 810 342
Gaing/losses on disposal of proparty, plant, and equipment -2,114 -4.728 549
Gains on disposal of investments - 299 - 1,075 - 14,034
Writeups/downs of financial assets 383 13,518 17,800
Impacts of STAR hedging - 78,482 1.39¢% -~ 7.428
Stock-based companaation including income tax beneflts 81.804 50,008 18,828
Excess tax benefit from stock-bassd componsation - 2,869 1] 0
Changs in accounts receivables - 270,228 - 321,928 - 158,385
Change In accrued and other Habilities 132,655 165,474 433,545
Deferred incomae taxas -2.124 - 16,064 19,205
Changs In other 2ssets - 219,895 - 83,860 -0.958
Changs in deferred incoma 110,881 76,834 19.821
. Net cash provided by operating activitise (24) +,846,815 1,607,800 1,845,327
Acquisition of minority interests in subsidiaries 0 - 59,964 - 168,103
Business combinalions, net of cash and cash squivalenta scquired - 504,287 - 176,849 - 18,181
Purchase of intangible asasts and property, plom, and equipment - 385,735 - 261,762 - 192,682
Proceads from disposal of intangible azsstas and property,
ptant, and aquipment 29.004 17.243 2138
Purchass of investments - 2,055,315 ~ 4,404,582 - 3,540,598
Sales of investments 2,765,324 4,386,854 3,155,681
Purchase of other financial asasts - 16,067 - 17,104 - 30,759
Salas of cther financial axsets 15,154 12,709 25,059
. Not cash used in investing activilies - 133.822 ~ 583,455 - 748,322
Dividends paid - 447,219 - 340,425 - 249,718
Purchase of troasury stock - 1,149,185 - 454,357 - 175,018
P ds from rei 1ce of treasury stock 165,105 205,695 55,856
Proceeds from Issuance of common stock (stock-based compensation) 49,366 42,748 15,395
Excess tax benefit from stock-basad compensation 2.869 1] )
Repayment of bonds -514 - 350 - 2,808
Proceeds from convertible bonds 0 0 6,754
Proceeds from short-term and long-term debt 43,761 338,558 107,807
Repayments of short-term and tong-term debt - 43,208 - 339171 - 104,389
Proceeds from the exercise of equity-based derivative instruments
(STAR hedgs) 57.378 39,278 0
Purchase of squity-based derivative instruments (STAR hedpe) - 53,256 - 46,864 - 43,041
" Nt cash used in flnancing activitios - 1,374,903 - 554,888 - 388,158
Effect of foreign exchange rates on cash and cash equivalents - 3,433 88,724 - 41,79
:Nal increasa in cash and cash equivalents 334,657 558,281 667,058
Cash and cash equivalents ot the beginning of the period 2,064,074 1.505,7983 B38,737
! Cash and cash equivalents at the erd of the period (13) 2,338,721 2.084,074 1,505,793

The accompamyng Notes sre an integral part of theve Censolidated Financiel Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 2006

A. BASIS OF PRESENTATION
GENERAL

The accompanying Consolidated Financial Statements of
SAP AG, ogether with its subsidiaries {collectively, “we”,
“SAP”, or the "Company"), have been prepared in accor-
dance with generally accepred accounting principles in the
United Srates of America ("U.S. GAAP™),

We are an international corporation with head-
quarters in Walldorf, Germany. We develop, marker and sell
a variety of software solutions, primanly enterprise appli-
cation software products for organizations including corpo-
rations, government agencics, and educational institutions,
We also offer support and other services (including
consulting and training) related to our software offering
(see Note 30 for more information).

We began presenting a classified balance sheet in 2006
and revised the prior year consolidated balance sheert 1o
conform to this presentation. Current assets are those that
we expect to realize in cash, sell, or consume within one year
from the balance sheet date. Current liabilities are those
that we expect to discharge by using current assets or creat-
ing other currenc liabilities wirhin the same time frame. In
prior years our balance sheet formar was based on liquidiry
and maturity dates regardless of when the asset or liability
was expected to be realized or discharged. We made corre-
sponding changes to the presencation of the consolidated
statements of cash flows and various noes to the consoli-
dated financial statements to conform 1o the new balance
sheet format. Accordingly, the informadon presented in
these Consolidated Financial Statements may not corre-
spond to whar was originally presented in our prior year
Consolidated Financial Statements.

SCOPE OF CONSOLIDATION

The Consolidated Financial Statemenis include SAP AG and
all of its majority-owned subsidiaries. All significant inter-
company transactions and balances relating to consolidated
entities have been eliminated.

The following table summarizes the change in the
number of legal entiries included in the Consolidated
Financial Statements;

In addition to the changes made 1o establish the
classified balance sheet structure, SAP reclassified cereain
prior period amounts to conform ta the current period
presenearion.

Amounts included in the Consolidated Financial
Statements are reported in thousands of euros (*€(000)")
unless otherwise stated.

We operate in a dynamic and rapidly changing envi-
ronment that involves numerous risks and uncerrainties,
many of which are beyond the Company’s control. We
derive a substantial portion of our revenue from software
licenses and services sold to customers in Germany, the
United States, the United Kingdom, and Japan (see Note 30).
Our future revenue and income may be significandy
adversely affected by a prolonged economic slowdown in
any of these countries or elsewhere. Further, a significant
portion of our business is conducted in currencies other
than the euro. We continually monitor our exposure to
foreign currency exchange risk and have a company-wide
foreign currency exchange risk policy under which we may
hedge such risks with cerrain financial instruments, How-
ever, fluctuations in foreign currency exchange rates, espe-
ciaily the value of the U.S. dollar, Pound sterling, Japanese
yen, Swiss franc, Canadian dollar, and Brazilian real could
significantly impact our reported financial position and
income,

Number of Legal Entities Consolidated
in the Financial Statements

German Foreign Total
Dacamber 31, 2005 17 86 103
Additions 5 14 19
Disposals -1 -6 -7
Decamber 31, 2008 2 94 115
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The impact of changes in the scope of companies included
in the Consolidated Financial Statements during 2006 did
not have a significant effect on the comparability of the
Consolidared Financia! Statements presented. The additions
relate 1o nine newly founded companies and 1o 10 legal
entities added in connection with acquisitions. The disposals
are due to mergers of consolidated legal entities.

{3) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of the Consolidated Financial Statements
requires us to make estimates and assumptions that affect
the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the Consolidated
Financial Stacements, and the reported amounts of revenucs
and expenses during the reporting periods. In making our
estimates, we constder historical and forecast information,
as well as regional and industry economic conditions in
which the Company or its customers participate, changes to
which could negarively impact our estimates, in particular
when assessing revenues and costs, the valuation and
recoverahility of receivables, investments and other assers,
and tax positions. Actual results could differ from original
estimarces.

Qur financial position, income, and cash flows are
subject to numerous risks and uncertainties. Factors that
could affect the Company's future financial statements and
cause actual results ro differ materially from current
expectations include, but are not limired to, further adverse
changes in the global economy, consolidation and intense
competition in the software industry, decline in customer
demand in the most important markets in Europe, the
United States, and Asia, as well as fluctuations in currency
exchange rases.

Exchange Rates

In 2006, five companies in which we do not have a
controlling financial interest but have the ability to exercise
significant influence over the operating and financial poli-
cies (“equity method investments”), are accounred for using
the equiry method (2005: three companies).

Forgign Currencles

The assets and liabilities of our foreign operations where the
functional currency is not the euro are translated into euros
using period-end closing exchange rates, whereas items of
income and expense are translated into euros using average
exchange rates during the respective periods. The resulting
foreign currency translation adjustments are included in
Other comprehensive income/tuss in the Consolidated
Statements of Shareholders’ Equity and Comprehensive
Income,

Assets and liabilities that are denominated in foreign
currencies other than the funcrional currency are trans-
lated at the pericd-end closing rate with resulting gains and
losses reflected in Other non-operating income/expense,
net in the Consolidated Sratements of Income.

Operating cash flows are translated into euros using
average exchange rates during the respective periods where-
as investing and financing cash flows are translated into
euros using the exchange rates in effect ar the time of the
respective transaction. The effects on cash of fluctuations in
exchange rates are shown in a separate line in the consoli-
dated statements of cash flows.

The exchange rates of key currencies affecting the
Company are as follows:

Closing rate at Decembaer 31, Annual average sxchange rate

2008 2005 2006 2005 2004

1o €1 to €l el 0 €) to €1

U.S. dollar uso 1.3170 14797 126N 1.2360 1,2490
Pound sterling GBP 06715 0.6853 0.6800 0.6827 0.6795
Japanese yen JPY 156,93 138.90 147.02 137.08 134,73
Swiss franc CHF 1.6069 1.5551 1.5757 1.5478 1.5421
Canadian dollar CAD 1.5281 1.3725 1.4296 1.4508 1.6163
Brazilian real BRL 2.8202 2,763 271213 2.9240 3.86361




Revenus Recognition

We derive our revenues from the sale or the license of the
Company’s software products and the sale of maintenance,
consulting, development, training, and other services. The
Company may license its software in multiple element
arrangements if the customer purchases any combination of
maintenance, consulting, development, training, or other
services in conjunciion with the software license,

We recognize revenue pursuane to the requirements
of American Institute of Certified Public Accountants
(“AICPA™) Statement of Pusition 97-2, Sefivare Revenve
Recognition (“*SOP 97-27), as amended. Revenue is recognized
using the residual method when company-specific objective
evidence of fair value exists for all of the undelivered ele-
ments (for example, maintenance, consulting, or other
services) in the arrangement, but does not exist for one or
more delivered elements {for example, software). We
allocate revenue to cach undelivered element based on s
respective fair vatue which is the price charged when thar
element is sold separately or, for elements not yer sold
separately, the price we established if it is probable that the
price will not change before the element is sold separately.
We dcfer revenue for the undelivered elements and recog-
nize the residual amount of the arrangement fee ateributable
to the delivered elements, if any, when the basic criwriain
SOP 97-2 have been met.

Under SOI’ 97-2, provided rhat the arrangement does
not invelve significant production, madification, or cus-
tomization of the software, sofiware revenue is recognized
when all of the following four criteria have been met
1. Persuasive evidence of an arrangement exists
2. Delivery has occurred
3. The fece is fixed or determinable, and
4. Coliectibility is probabie,

If ac the outser of an arrangement we decermine that
the arrangement fee is not fixed or determinable, revenuc is
deferred until the arrangement fee becomes duc and
payable by the customer. If at the outser of an arrangement
we determine that collectibility is not probable, revenue is
deferred until payment is received. Substantially all of our
software license agreements do nor include any acceptance
provisions, If an arrangement allows for customer accept-
ance of the software, we defer revenue until the earlier of
customer acceprance or when the acceptance righus lapse,
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We usually sell or license software on a perpetual
basis. Occasionally we license software for a specified time
period. Revenue for shori-term time-based licenses, which
generally include maintenance during the license period,
is recognized ratably over the license term. Revenues for
multi-year time-based licenses that include maintenance,
whether separately priced or not, are recognized rarably
over the license term unless a substantive maintenance
renewal rate exists, in which case the amount allocated to
softwarc based on the residual method is recognized as soft-
ware revenue when the basic criteria in SOP 97-2 have been
met. Revenues (rom time-based licenses were not material
in any ol the periods presented.

If an arrangement provides the customer with the
right 1o receive unspecified additional software products in
the future, the entire arrangement is accounted forasa
subscription. Revenue from the arrangement is recognized
ratably over the term of the arrangement beginning with
the delivery of the first product. Revenues from subscrip-
tions were not material in any of the periods presented.

We rccognize revenue from resetlers upon evidence
of sell-through to the end customer. If we become aware
that a reseller has granted contingent rights to an end-
customer, although we have no contractual obligation to
honor such contingent rights, we have a history of doing so
and therefore defer revenue recognition until a valid license
agreement has been entered into without contingencies or,
if applicable, until the contingencies expire.

In muldple-element arrangements involving soft-
ware and consuliing, training, or other services thatare
not essential to the functionality of the software, the service
revenues are accounted for separately from the software
revenues,

Maintcnance revenues are recognized ratably over
the cerm of the maintenance contract. If a maincenance
customer is specifically identified as a bad debror, we stop
recognizing maintenance revenue except to the extent that
maintenance fecs have already been collected. For time-
based licenses and subscriptions, we allocate a portion of the
arrangement fee to maintenance revenue based on the
estimated fair value of the maintenance.,
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We recognize consulting, training, and other service
revenues as the respective services are performed. Consult-
ing revenues are recognized on a time-and-materials basis
or using the proportional performance method. Consulting
services primarily comprise implementation support refated
to the installation and configuration of the Company’s
software products and do not typically involve significant
preduction, modification, or customization of our soltware.

Revenues for arrangements that involve significant
producrion, modification, or customization of the software
and those in which the services are not available from third-
party vendors and therefore are deemed essential to the
software, are recognized, depending on the fee struceure, on
a time-and-materials basis or using the percentage of com-
pletion method of accounting, based on direct labor costs
incurred to date as a percentage of total estimated project
costs required to complete the project. If we do not have a
sufficient basts to measure the progress of completion or o
estimate the total contract revenues and costs, revenue is
recognized when the project is complete and, if applicable,
final acceptance is received from the customer, If the
arrangement includes elements that do not qualify for con-
tract accounting (for example maintenance and hosting)
such elements are accounted for separately provided that
the elements have stand-alone value and that company-
specific objective evidence of fair value exists. When total
cost estimates exceed revenues in a fixed-price arrangement,
the estimated losses are recognized immediately based upon
an average fully burdened daily rate applicable to the unit
delivering the services.

We enter into joint development agreements with
customers to leverage their industry experuse and provide
standard software solutions for selected vertical markets.
These customers generally contribute cash, resoucces, and
industry expertise in exchange for license righis for the
future solution. We recognize sofeware revenue in conjunc-
tion with these arrangements based upon the percentage
of completion method. If we do not have a sufficient basis to
measure the progress of completion, revenue is recognized
when the project is complete and, if applicable, final accept-
ance is received from the customer,

The assumptions, risks, and uncertainries inherent in
the applicarion of the percentage of completion method
or proporstional performance method affect the timing and
amounts of revenues and expenses reported. Numerous
internal and external factors can affect estimates, including
direct labor rates, uttlization, and efficiency variances.
Changes in estimates of SAP's progress towards completion
and of contract revenues and contracr costs are accounted
for as cumnulative catch-up adjustments to the reported
revenues for the applicable contract.

Hosting services are recognized ratably over the term
of hosting contract. Revenues from hosting services are
classified as Service revenue and were not material in any
of the periods presented.

We account for out-of-pocket expenses rebilled 1o
customers as maintenance, consulting, and training
revenues.

Research and Developmant

All research and development costs are expensed as
incurred, We have determined rhar rechnological feasibility
for our software products is reached shortly before the
products are available for sale. Costs incurred after techno-
logical feasibility is established have not been material.

Advertising Costs

Advertising costs are expensed as incurred. Qur contribu-
tions ta resellers that allow our resellers to execute qualified
and approved markering activities are recognized as an offset
10 revenue unless we obtain a separate identifiable benefit
for the contribution and the fair value of such benefir is
reasonably estimable.

Rental Expense

We are a lessee of properry, plant, and equipment, mainly
buildings and vehicles, under operating leases that do not
transfer (o us the substantive risks and rewards of owner-
ship. Rent expense on operating leases is recognized on a
straight-line basis over the life of the |ease including renewal
terms if, at inception of the lease, renewal is reasonably
assured.

Some of our operating leases contain lessee incen-
tives, such as up-front payments of costs or free or reduced
periods of rent. Such incentives are amortized over the life
of the lease such that the rent expense is recognized on a
straight-line basis over the life of the lease.




Earnings per Share

Basic earnings per share is determined by dividing consoli-
dated net income by the weighted average number of
commo shares outstanding. Diluted earnings per share
reflect the potential difution that would occur if all “in the
money” securities and other contracts to issue common
shares were exercised or converted.

Goodwill and Other Intangible Assets

We account for all business combinations using the pur-
chase merhod. As of the date of acquisition, we allocare the
purchase price 1o the fair values of the assets acquired and
liabilities assumed. Goodwill represents the excess of the
cost of an acquired entity over the fair values assigned to the
rangible assets acquired, to those intangible assets that are
required to be recognized and reported separately from
goodwill, and to the liabilities assumed.

Purchased intangible assets with estimable useful
lives are recorded at acquisition cost, amortized on a
straight-line basis over their estimated uscful life of two to
12 years, and reviewed for impairment when significant
events occur or there are changes in circumstances that
indicate that the careying amount of the asser or asset group
may not be recoverable, All of our intangible assets, with
the exception of goodwill, have estimable useful lives and
are therefore subject to amortization.

We expense immediately the fair value of acquired
identifiable in-process research and development (*in-
process R&D™), which represents acquired research and
development effores that have not reached technological
feasibility and that have no alternative future use.

We do not amortize goodwill bug test it for impair-
ment at least annually or when events occur or changes in
circumstances indicate the fair value of 2 reporting unit is
less than its carrying value. In 2006 we changed the testing
date for the annual goodwill impairment test to better align
internal forecasts with cash flow estimates, At no point did
more than 12 months lapse berween goodwill impairment
tests. This change had no financial statement impact.
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Property, Plant, and Equipment
Property, plant, and equipment is valued at acquisition cost
plus the fair value of related asset retirement costs, if any,
and if reasonably estimable, less accumulated depreciation.
Interest incurred during the construction of qualifying
assets is capitalized and amortized over the related assets’
estimated useful lives. Interest capitalized has not been
material in any period presented. |
Property, plant, and equipment is generally depreci- |
ated using the straight-line method. Certain assets wich i
expected useful lives in excess of three years are depreciated [
using the declining batance method. Land is not depreciated.

Uselyl lives of
property, plant, and squipment

Buildings 25 1o 50 years
Leasehold improvernents Baged vpon the laase contract
Information technology equipment 3o 5 years
Oifico furnitura 410 20 years
Automobilas S yearg

Leaschold improverments are depreciated using the straight-
line method over the shorter of the term of the lease or

the useful life of the asset. If a renewal option exists, the
depreciation period reflects the additional time covered by
the option if exercise is reasonably assured when the lease-
hold improvement is first placed into operation.

Impairment of Long-Lived Assets

We review for impairment long-lived assets, such as proper-
ty, plant, cquipment, and acquired intangible assets subject
10 amortization, whenever events or changes in circum-
stances indicate that the carrying amount of an asset or
group of assets may not be recoverable. We assess recover-
ability of assets to be held and used by comparing their
carrying amount to the expected future undiscounted nec
cash flows they are expected ro generate, If an asset or group
of assets is considered to be impaired, the impairment to be
recognized is measured as the amount by which the carry-
ing amount of the asset or group of assets exceeds fair value.
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We report long-lived assets meering the criteria to be consid-
ered as held-for-sale at the lower of their carrying amount
or fair value less anticipated disposal costs. In the years
presented, the Company did not recognize any impairment
charges on long-lived asserts.

Cash and Cash Equivatents

Cash and cash equivalents consist of cash at banks and high-
Iy tiquid investments with original maturicies of three
months or less.

Investments

Investments with original macuriries of greater than three
months and remaining maturities of less than one year are
classified as short-term investments. Investments with
maturities beyond one year may be classified as shorr term
based on their highly liquid nature and because such mar-
ketable securities represent the investment of cash thatis
available for current operations. This represents a change in
policy from the previous financial year when investments
with maturities beyond one year were classified as long
term regardless of their highly liquid nature. The new poli-
¢y more accurately reflects the invesrment of cash thacis
available for current operations. The prior period presenta-
tion has been retrospectively adjusted to reflect this new
classification policy. As a result of a retrospecrive application
of this policy we reclassified investments with remaining
maturities exceeding one vear in the amount of €416 mil-
tion. Therefore prior year current assets increased by

€416 million (6.6%).

Marketable debr and equity securities, other than
investments accounted for by the equity method, are classi-
fied as available-for-sate ot held-to-macurity, depending on
our intent with respect to holding such investments. If it is
readily determinable, marketable securities classified as
available-for-sale are accounted for a fair value. Unrealized
gains and losses on available-for-sale securiries are excluded
from earnings and reported net of tax as a component of
Other comprehensive income within shareholders’ equiry.
We do not classify marketable debt or equity securities as
trading.

Investments in privately held companies over which
we do not have the ability to exercise significant influence
are accounted for ar cost. An impairment charge is recog-
nized in earnings in the line item Financial income, net in
the period 2 dechine in realizable value below carrying value
is deemed to be other than temporary. Gains or losses
realized on sales of securities are based on the average-cost
method.

Investments accounred for under the equity method
are initially recorded at acquisition cost and are subsequent-
ty adjusted for our propartionate share of the investees’ net
income ot losses and for amortization of any step-up in the
value of the acquired assets over the investees’ book value,
The excess of our iniuial investment in equity method com-
panies over our ownership percentage in the underlying net
assets of those companies is attiributed to certain fair value
adjustments with the remaining portion recognized as
goodwill (“investor level goodwill™) which is noramortized.
We recognize an impairment loss on our equity method
investments when a decline in realizable value below carry-
ing value is deemed to be other-than-temporary.

All marketable debt and equity securities, cost
method investments, and equity method investments, are
evaluated for impairment at least annually or earlier if we
become aware of an event thatindicates that the carrying
amount of the asset may not be recoverable. To determine
whether a decline in value below the carrying amount of an
asset is other-than-temporary, we consider whether we have
the ability and intent to hold the investment until a market
price recovery occurs and whether evidence indicating that
the carrying value of the investment is recoverable out-
weighs evidence to the contrary. Evidence considered in this
assessment includes the reasons for the decline in fair value,
the severity and duration of the decline in realizable value
below cost, changes in value subsequent to the balance sheet
date, as well as forecasted performance of the investee. Ifa
decline in value below the carrying amount is determined
to be other-than-temporary, the asset is written down to fair
value through an impairment charge and a new cost basis is
established.

Dividend and interest income are recognized when
earned.




Accounts Receivable

Accounts receivable are recorded ac invoiced amounts less
an allowance for doubtiul accounts. Included in Accounts
receivable are unbilled receivables related 1o fixed-fee and
time-and-material consulting arrangemenis. The allowance
for doubiful accounts is our best estimate of the amount

of probable credit losses in our existing accounts receivable
portfolio. We determine the allowance for doubtful
accounts using a two-step-approach: After giving considera-
tion to the financial solvency of specific customers, we
evaluate homogenous portivlios of receivables according to
their default risk primarily based on the age of the receivable
and historical loss expericnce. Account balances are charged
off against the allowance after ail collection effors have
been exhausted and the likelihood of recovery is considered
remote. As accounts receivable do not bear interest we
discount receivables with a term exceeding one year to their
present value using local market interest rates.

After a comprehensive review of our historical
accounts receivables loss experience, in 2006 we revised our
estimates of the allowance for doubtful accounts to beuter
reflect the recoverability of the receivables within our
portfolio. The effect of this change in estimate on operating
income, net income, and earnings per share is disclosed in
Note 7.

Financial and Other Assets

Non-interest-bearing or below-market-rate loans to
employees and to third parties are discounted to their pres-
ent value. In the event of any delay or shortfall in payments
due under employee or third-party leans, we perform an
individual loan review. The same applies if we become aware
of any change in the debtor's financial condition thar indi-
cates 2 delay or shortfall in payments may result. Ifivis
probable that we will not be able to collect the amounts due
according to the contraciual terms of the loan agreement,
an impairment charge is recorded based on our best esti-
mate of the amount that will be recoverable.

Invesrmenuts in insurance policies held for employee-
financed pension plan and prepaid pensions are recorded at
actuariaily determinced values including premiums paid and
guaranteed interest, Al Other assets are recorded at histori-
cal cost which approximates fair value either due to cheir
short-term nature or due to the application of interest.
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Inventories

We record inventories ar the lower of purchase or produc-
tion cost or market value. Production costs consise of direct
salarics, materials, and production overhead.

Prepaid Expenses and Deferred Charges

Prepaid cxpenses and deferred charges are primarily com-
prised of prepayments of software royalties, operating leases,
and maintenance contracts which will be charged o
expense in the future periods as such costs are incurred.

Income Taxes

Income 1axes are accounted for under the assec and habilicy
method. We recognize deferred income 1ax assets and liabili-
ties for the future tax consequences attributable o differ-
cnces berween the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases
and on operating loss carryforwards,

Deferred income tax assets and liabilities are meas-
ured using enacted tax rates expected to apply to caxable
income in the years in which those temporary differences
are expected to be recovered vr settied. The effect on
deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the
enactment date.

We reduce deferred income tax assets by a valuation
allowance to the extent that it is more likely than not that
some portion or all of the deferred tax assets will not be
realized.

Interest on income taxes and penalties on income
taxes are classified as income 1ax expenses.

Commitments and Contingenciss

Liabilixies for loss contingencies are recorded when itis
probable that a liability to third parties has been incurred
and the amount can be reasonably estimated. We regularly
adjust liabilities for loss contingencies as fusther informa-
tion develops or circumstances change.

Qur software contracts usually contain general
warranty provisions guarantceing that the software will per-
form according to SAPs stated specifications for six to
12 months. At the time of the sale or license of our software
covered by such warranty provisions, we record an accrual
for warranty costs based on historical experience.
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Pension Benefit Liabilities
We measure our pension-benefit liabilities based on acruari-
al computations using the projected-unit-credit method in
accordance with SFAS 138, Employers” Accounting for Defined
Bencfit Pension and Other Postretirement Plans — an amendment of FASB
Statements No. 87, 85, 106, and 132(R) (“SFAS 1587) and SFAS 87,
Employers” Accounting for Pensions (*SFAS 877). The assumprions
used o calculate pension liabilities and costs are shown
in Note 21. SFAS 158 requires the cecognition of an asset or
liability for the overfunded or underfunded status of all
defined benefir plans. Changes in the amounr of the pro-
jected benefit obligation or plan assers resulting from expe-
ricnce different from thac assumed and (rom changes in
assumplions can result in gains or losses not yet recognized
in our Consolidated Income Statement. Amerrization of
an unrecognized oet gain or Joss is included as a component
of vur nex periodic benefit plan cost for a year if, as of the
beginning of the year, that unrecognized net gain or loss
exceeds 10% of the greater of the projected benefit obligation
or the fair value of thar plan’s assets. In that case, the
amount of amortization recognized is the resulting excess
divided by the average remaining service period of the acrive
employees expected 1o receive benefits under the plan. If
unrecognized net gains or losses do not exceed 10% of the
greater of the projected benefit obligation or the fair value
of that plan’s assets these unrecognized net gains and losses
are recognized as a separate component of Other compre-
hensive income (OCI) net of tax,

We also record a liability for amounts payable under
the provisions of our various defined contribution plans.

Deferred Income

Deferred income consists mainly of prepayments made by
our customers for maintenance and delerred software
license revenues. Deferred software license revenues will be
recognized as sofltware, maintenance, or service revenue,
depending upon the reasons for the deferral. Recognition of
deferred revenue is possible when basic applicable revenue
recognition criteria have been met. The current portion of
deferred income is expecred to be recognized within the
next 12 months.

Stock-Based Compensation

Eifective January 1, 2006, we adopred the fair value recogni-
tion provisions of SFAS 123 (revised 2004), Share-Based Payment
(“SFAS 123R™) using the modified-prospective transition
method. Accordingly. equity-classified awards are measured
ar grant date fair value and are not subsequently remea-
sured. Liability-clagsified awards are remeasured to fair value
at cach balance shect date until the award is sertled.

Prior to January 1, 2006, we accounted for stock-based
compensation based on the intrinsic-value-based method
prcscribed by Accounting Principles Board Opinion 25,
Accounting for Stock Issued to Employees (“APB 25™), and related
interpretations. Under this method, compensation expense
was recorded only if on the date of grant the current market
price of the underlying stock exceeded the exercise price or
the exercise price was not fixed at the granr dace. SFAS 123,
Accounting for Stock-Based Compensation (“SFAS 123"}y and
SFAS 148, Accounting for Stock-Based Compensution — Trunsition and
Disclosure, an amendment of FASB Statement No. 123 (“SFAS 148™)
established accounting and disclosure requirements using
a fair-value-based merhod of accounting for stock-based
cmployee compensation plans. As permitted by SFAS 123
and SFAS M8, we elected 1o continue o apply the intrinsic-
value-based method of accounting described above and
adopted only the disclosure requirements of SFAS 123 until
SFAS 123R was adopted on January 1, 2006. The following
table illustrates che effect on netincome and on earnings
per share if the fair-value-based method had been applied to
all outstanding and unvested awards in periods prior to
January 1, 2006,




Net Income
2005 2004
€000 €{000)
As reportad 1,496,407 1,310,521
Add: Expense for stock-based compensation,
nat of tax according lo APB 25 31,130 23,445
Deduct: Expensa for stock-besed compensation,
net of tax sccording to SFAS 123 138.468 181.323
Adjusted 1,389,089 1,152,643

Earnings per Share

2005 2004

€ €

Basic - as reported 1.21 1.05
Diluted - as reperted 1.20 1.05
Basic ~ adjusted 1.12 0.93
Diluled - adjusted 112 0.92

The effect of the adoption of SFAS 123R, which consisted
primarily of the effect of remeasuring liability classified
awards (STAR 2003, STAR 2004, STAR 2005) from intrinsic
vatue 10 fair value was immaterial due to the insignificant
difference between the intrinsic values and the fair values of
the STARs outstanding as of December 31, 2005. See Note 29
for derailed information about our stock-based compensa-
tion plans.

Derivative Financial Instruments

We use forward exchange derivative financial instruments
to reduce the foreign currency exchange risk, primarily of
anticipated cash flows from transactions wich subsidiaries
denominated in currencies other than the eura. As dis-
cussed in Note 28, the Company uses call options 1o hedge
its anticipated cash flow exposure atributable to changes in
the markert value of stock appreciation rights under various
plans.

We aceount for derivatives and hedging activities in
accordance with SFAS 133, Accounting for Derivative Instruments
and Hedging Activities ("SFAS 1337}, as amended, which
requires that alk derivative financial instruments be record-
ed on the balance sheet at their fair value. The effective
portion of the realized and unrealized gain or loss on deriva-
tives designated as eash flow hedges is reported net of tax, as
a component of Other comprehensive income. We reclassify
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the portion of gains or losses on derivatives from Other
comprehensive income into earnings in the same period or
periods during which the hedged forecasted transaction
affects carnings, or in the period the derivative contract s
terminated, if earlier. The ineffective portion of gains or
lasses on derivatives designated as cash flow hedges are
reported in earnings when the ineffectiveness occurs. In
measuring the effectiveness of foreign currency-relared cash
flow hedges, we exclude differences resulting from time
value (that is, spot rates versus forward rates for forward
contracts). Changes in value resulting from the excluded
component are recognized in earnings immediately. Foreign
currency exchange derivatives entered into by us to offset
exposure 1o anticipated cash flows that do not meet the
conditions for hedge accounting are recorded at fair value in
the Consolidated Balance Sheets with changes in fair value
included in carnings.

Treasury Stock

Treasury shares are recorded atacquisition cost and are
included as a separate component of Shareholders’ equity.
Gains and losses on the subsequent reissuance of treasury
shares are eredited or charged to the Additional paid-in
capital on an after-rax basis.

Comprohensive income/Loss
Comprehensive income is comprised of Net income and
Other comprehensive incomefloss.

Other comprehensive income/loss includes foreign
currency translation adjustments, unrecognized pension
cost, unrcalized gains and losses from derivatives designated
as cash flow hedges, unrealized gains and losses resulting
from STAR hedges, and unrealized gains and Josses from
marketable deb and equity securities classified as available-
for-sale. Other comprehensive incomefloss and comprehen-
sive income are displayed separately in the Consolidated
Statements of Shareholders’ Equity and Comprehensive
Income.
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New Accounting Standards Not Yet Adopted
In June 2006, the Financial Accounting Standards Board
{FASB) issued FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes —an interpretation of FASB Statement 109
(“FIN 48™), which prescribes a recognition threshold and
measuremerny atribute for the financial statement recogni-
tion and measurement of a tax position taken or expected
to be taken in a tax return. Under FIN 48, the benefic of a rax
position may be recognized only ific is more likely than not
that the tax position will be sustained, based on the techni-
cal merits af the pusition, by a taxing authoriry having full
knowledge of al relevant information. A tax position that
meets the more-likely-rhan-not recognition threshold is to
be measured as the largest amount of rax benefit chatis
greater than 50 percent likely of being realized upon ulti-
mate settlement with the taxing authority. FIN 48 also pro-
vides guidance un derecognition, classification, interest
and penalties, and accounting in interim periods. Further,
the disclosure provisions of FIN 48 call for more information
abour che uncertainty in income tax assets and liabilities.
FIN 48 will be cffective for fiscal yvears beginning aflter
December 15, 2006. The cumularive effect of adopting FIN 48
must be reported as an adjustment to the opening balance
of retained carnings, presented separately, for the fiscal year
in which the adoprion is made. We will adopt FIN 43 for
fiscal year 2007. Based on the analysis done so far, we do not
expect FIN 48 to have a macerial impacr on our consolidated
financial statements.

In Seprember 2006, the FASB issucd SFAS 157, Fair
Value Measurements (“SFAS 157"), which provides a single defi-
nition of fair value, establishes a framework for measuring
fair value, and requires expanded disclosures about fair
value measurements, SFAS 157 is effective for financial state-
ments issued for fiscal years beginning after November 13,
2007, and interimy periods within chose fiscal years. The pro-
visions of SFAS 157 should be applied prospectively as of the
beginning of the fiscal year in which ivis initially applied,
with a few exceptions in a limited form of retrospective
application. We will be required ro adopt SFAS 157 in fiscal
year 2008. We are currently in che process of determining
the impact the adoption of SFAS 157 will have on our con-
solidated financial statements and disclosures. Based on the
analysis done so far, we do not expect SFAS 157 to have a
material impact on our Consolidated Financial Statements.

In February 2007, the FASB issued SFAS 159, The Feir
Value Option for Financial Assets and Financial Liabilities, including an
amendment of FASB Statement No, 115 (“SFAS 159"} which per-
mits entities to choose to measure eligible items ac fair value
at specified electiun dates. Unrealized gains and losses on
items for which the fair value option has been elected will be
reported in carnings at each subsequent reporting date.
The following balance sheetitems are within the scope of
SFAS 159
- Recognized financial assets and financial liabilities unless
a special exception applies
« Firm commitments that would otherwise not be
recognized at inception and thatinvolve only financial
instruments
« Non-financial insurance contracts
- Host financial instrumens resulting from separation of
an embedded non-financial derivative instrument from a
non-financial hybrid instrument
SFAS 159 will be effective for fiscal years beginning
after November 2007 with early adoprtion possible but sub-
ject to certain requirements. We do not expect a material
impact from the adoption of SFAS 158 due to the fact that
the balance sheet items eligible for the fair value measure-
ment option are not of significance to us.




(4) ACQUISITIONS

In 2006, we acquired the outstanding shares of three un-
related companics and the net assets of rwo other unrelaced
companies, The income of these acquired businesses have
been included with our results since the respective acquisi-
tion dares. These transactions were immaterial individually
and in the aggregate to SAF. The acquired businesses
developed and sold software. The aggregate purchase price
of these acquisitions was paid in cash and amounted 10

€492 million net of cash received and was allocated as follows:

€133 million as identifiable intangible assets with estimated
usetut lives ranging from two to 1] years, €1.5 million as in-
process research and development which was expensed at
the respective acquisition date since the respective acquired
technologies had no alternative furure use and -€36 million
as liabilities net of tangible assets acquired. The remaining
€393 million was allocated as goodwill, of which €1.3 million
is expected to be fully deductible for tax purposes. The
goadwill recognized in 2006 was assigned to our Product,
Consulting, and Training segments in the amounts of

€337 million, €39 million, and €17 million, respectively. The
aggregate purchase price related to our 2006 acquisitions
may increase by approximately €4.5 million if certain earn-
our considerations and milestones are subsequently
achieved by the acquired companies.

Without acquiring the respective businesses as
defined by SFAS 141, Business Combinations (“SFAS 1417), SAP
also acquired softwarefintellectual property in 2006 from
third partics totaling €2.5 miltion.

Additionally we paid €12 million for achieved mile-
stones andd earn-out considerations for business combina-
tions of prior years that were capivalized as goodwill.

In connection with the 2006 transactions discussed
above, we assigned the following amounts to identifiable
intangible assets:

Identifisble intangible sasets Estimated useful livas
€ million years
Customar contracts 171 2-1
Intellectual property 1183 5-10
In-process research and expensed at the
development 15 sequisiiion dote
Identifiable intangible assets
scquirad 136.9
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During the year ended December 31, 2003, we complered
certain acquisitions, which were immaterial individually
and in the aggregate. These acquisitions were accounted for
using the purchase method and are included in our Con-
solidated Financial Statements since the date of acquisition.
The aggregate purchase price of these acquisitions in 2005
was €236.8 million (including purchases of SAP Systems
Integration AG (SAP SI) shares described below), of which
€92.8 million was assigned to identifiable intangible assets
with cstimated useful lives ranging from owo to 12 years,
€0.3 million as in-process research and development which
was expensed at the acquisition date since the acquired
technologics had no alternative future use, €14.5 million o
minority interests and —€14.1 million as liabilities net of
assets, The remaining €143.3 million was recorded as good-
will. The goodwill recognized in 20035 was assigned to the
Product, Consulting, and Training segments in the amounts
of €84.2 million, €12.9 million, and €2.0 million, respectively.

In 2003, SAI’ acquired 4.9% of outstanding shares
in its subsidiary SAP SI. The acquisition of shares of SAP S
was accounted for as a purchase business combination.

The aggregate purchase price for the SAP SIshares acquired
in 2005 was €60.0 million (2004: €168.1 million) which was
paid in cash. SAP alocated €44.2 million of the aggregate
purchase price to goodwill of the Consulting segment,
€14.5 million to minority interests and €1.3 million to iden-
tifiable intangible assets. The recorded goodwill is not tax
deductible.

SAP cntities currently hold 96.5% of SAP SI. At the
heginning of February 2006 SAP AG as the main shareholder
of SAL Sl announced thar the cash compensation in return
for transfeering the shares of the remaining SAP 81 share-
holders (minority sharcholders) 10 SAP AG as the main
sharcholder in accordance with German Stock Corporation
Act, section 327a, paragraph | (squeeze-out) should be
€38.83 per sharc. In order to implement chis announcement
the Annual General Meeting of Shareholders of SAP Sl
approved the squeeze-out. Some minority shareholders
have appealed against the validity of the decisions taken
at SAI'SI's Annual General Meeting of Shareholders. As
long as the squeeze-vut is not approved by court we cannot
execute the squeeze-out and acquire the remaining out-
standing SAP Sl shares,
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B. NOTES TO THE CONSOLIDATED STATEMENTS OF INCOME

REVENUE

Software revenue represents fees carned from the sale or
license of software to customers. Maintenance revenue
represents fees earned from providing customers with tech-
nical support services and unspecified software upgrades,
updates, and enhancements. SAP does not separately sell
technical support services or unspecified software upgrades,
updates, and enhancements. Accordingly, SAP docs not
distinguish within software and maintenance revenue or
within cost of software and maintenance the amounts
attributed to technical support services and unspecified
software upgrades, updates and enhancements.

(6) SALES AND MARKETING

(7)

Sales and marketing expense includes advertising costs,
which amounited to €174 million, €185 million, and
€170 mitlion in 2006, 2005, and 2004 respectively.

OTHER OPERATING INCOME/EXPENSE, NET

Other operating income/expense for the years ended
December 31 s as follows:

2006 2005 2004
€(000) €(000) €(000}
Bad debt expense 4] - 3,409 - 1,79
Restructuring costs ~
severance obligations - 302 - BP9 - 5,706
Restructuring costs -
unused lease space -274 - 8232 - 1,210
Expenses to obtain rentad incoma 0 0 - 1.517
Miscellaneous other operating
cxpenses -38 -2.783 - 2.834
Other operating expense -814 - 1523 - 13,148
Bad debt income 43,004 0 1]
Rental income 5.222 6841 7.135
Aeceipt of insurance proceeds 1,751 1,618 4,318
Migcellanoous cther operating
income 7.107 5.678 3,457
Other operating Incoma 57,084 14,105 14,910
56,470 6,182 1,762

Service revenue consists of revenues from consulting
and training. Consulting services primacily comprise imple-
mentation support related 1o the installation and configu-
ration of the Company's sofeware products. Training rev-
enue comprises educational services on the use of the Com-
pany's software products and related topics for customers
and parrners.

Other revenue primarily relates to income derived
from marketing events.

Revenue information by segment and geographic
region is disclosed in Note 30.

Charges wo the allowance for doubrtful accounts for bad debn
expense are based on a systematic, ongoing review, and ceval-
uation of outstanding receivables that is performed every
month. Specific customer credit loss risks are also included
in the allowance for doubtful accounts, but are charged to
the respective cost of software and maintenance or cost

of service sold. The amount of these provisions for specific
customer risks charged to the respective functional cost
category of software and maintenance or cost of service
approsimated €2.6 million, €9 million, and €0 million during
2006, 2005, and 2004, respectively.

In 2006, we revised our estimate to the allowance for
doubtful accounts as described in Note 3. The income from
the reduction of bad debt allowance of €43 million is
primarily a resuit of this change in estimate. The change in
estimate increased our 2006 Operating income by €45.4 mil-
lion (1.8%), Net income by €28.1 million {1.5%), and basic
and diluted earnings per share €0.02 (1.5%).

See Note 21b for more detailed information abou
costs incurred in connection with exit activities,




(8) FUNCTIONAL COSTS AND OTHER EXPENSES

We receive conditional promises of €36.7 million for soft-
ware-related research and development (€25.2 million),
recruitment and training of personnel (€1.9 million) and
tax payments (€9.6 million). Condivienal promises are
credired o rthe respective expense line item.

The information provided below is classified based
upon the type of expense. The Consolidated Statements of
Income include these amounts in various categories based
upon the applicable line of business.

Cost of Services and Materials

Cost of purchased services and materials, which are
included in various operating expense line items in the
Conselidated Statements of Income for the years ended
December 31 are as follows:

2006 2005 2004
€(000) €(000) €{000)

Raw materials and supplles.
purchased goods 31,589 30,030 2T 124
Purchased services 879,064 827,831 722,727
010,863 857,861 749,651

Personnel Expenses/Number of Employess

Personnet expenses, which are included in various operating

expenses in the Consolidated Statements of Income for the
years ended December 3 are as follows:

2008 2005 2004

€{000) €(000) €(000)

Salaries 3,200,044 2,882,828 2,513,791
Social security costs 417.001 375.240 350.052
Pension expense 128,037 109,479 104,175
3.833.092| 2371547 2.663.008
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Included in personnel expenses for the years ended Decem-
ber 31, 2006, 2005, and 2004, are expenses associated with the
stock-based compensation plans as described in Note 29.

The average number of employees in full-time equiv-
alents was as follows:

2008
38,053

2005
34,550

2004
31,224

Employees in tull-time equivalents

Certain employees who are employed by SAP but who are
not currently operational or who work part-time while
finishing 2 university degree are excluded from the above
figures. Also, certain temporary employecs arc not included
in the above figures. The number of such temporary
employees is not material.
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{(9) OTHER NON-OPERATING {NCOME/EXPENSE, NET

Other non-operating income/expense for the years ended
December 31 is as follows:

{10) FINANCIAL INCOME, NET

Financial income, net for the years ended December 31 is as
follows:

2006 2005 2004
€(o00) €(000) €{000)
Intarest and similar income 124.026 93,718 63,880
Interest and similar expenses -4.218 -3.859 -8.122
Interagt incoms, net 119,808 99,919 55,758
Gain/floas from investments, net -578 855 1,842
- thereof from equity method
Investments - 672 610 - 342
tncome Erom marketable securities
ond loans of financial assets 157,303 64,791 2.865
tmpairment on minority aquity
lowestments - 1,188 - 4,026 - 5074
DOther write-downs of financia! asset =330 - 12,559 - 15,329
Gains on sales of equity securities 298 1,075 14.034
Unresiized gains/losses on
STAR hadge 7.330] -66,166| - 14,558
Other financial income/expense - 157,876 - 63,104 §.449
Other financial loss from
investmants, not 2,478 - 79,989 - 16,613
121,708 10,785 40,887

{11} INCOME TAXES

Income tax expense for the years ended December 311is
comprised of the following components:

2006 2005 2004

€(000) €(000) €(000}

Foreign currency losses -254,971| - 116628 - 140885
Losses on disposal of fixed assels - 5,139 - 2915 - 6.696
Chther - 14,715 -18,408 - 8,830
Othar non-operating supensas ~274,825( - 135949} - 156,407
Foreign currency galns 250.668 77.987 15283
Gains on disposal of fixed assats 7.253 7.641 8.147
Other 4,601 25,180 10.703
Othar non-oparating income 282,522 110,788 186.681
- 12,303 = 25,161 13.274

We derive interest income primarily from Cash and cash
equivalents, Shore- and Long-term investments, and Other
assets. In the table left, Income from marketable securities
and loans of financial assets and Other financial income/
expense both include €156 million in 2006 (€62.6 million in
2005, €0 million in 2004) cesulting from collateral held to
secure capital investments made. While holding the collat-
eral, we dircctly transfer to the debtor any income received
on the collateral. Interest income received on the capiral
investment is included in interest income. We decide on a
case by case basis whether to require collateral for its finan-
cial investments,

See Notes 13 and 29 regarding writedowns of finan-
cial assets and unrealized losses on STAR hedge respectively.

2008 2005 2004

€(000) €(000) €(000)

Current 1axet -~ Germany 426.328 514,836 470,473
Current loxes - Foreign 317,408 gz 267,591
803,736 B33,117 735.064

Deferred iaxes - Germany - 357 15,317 22,120
Deterred toxes ~ Foreign - 1,767 - 31,381 - 2915
-2124| - 16,084 19,205

Income taa expense 801,612 817,053 757,289




in 2006, 2005 and 2004, the German government enacted
several new tax laws which had a minor effect on corpora-
tions. These new tax laws did notinclude any significant
changes of relevance to us and overall had no material effect
on any period presented.

Income before income tax and minority interests
consists of the following:
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Deferred income tax assets and liabilities as of December 31,
2006 and 2005, are summarized (referring ro the underlying
items) as follows:

2008 2005

€(000) €(000)

Doferred tax assots

Intangibles 15,216 12.278

2008 2005 2004 Property, plant, and equipment 8,022 1.785

€(000) €(000) €1000) Financial 29sets 23.762 3013

Germany 1,519,182 1,454.675] 1,352,200 Accounts receivable 11,614 21.982

Foreign 1.155.617 g81.681 720,442 Net cperating loss carryforwards 8,574 9.427

2,874,799 | 2,316,356| 2.072.642]  Pension provisions 45,121 39.739

Stock-based compensation 34,004 27.658

Other provisiona 121,697 135,145

The effective income tax rate for the years ended December Deferred income 33.2¢6| 38780

31, 2006, 2005, and 2004, was 30.0%, 35.3%, and 36.5%, respec- Other 4,021 4015

tively. The following table reconciles the expected income 305.282| 33347

tax expense computed by applying the Company's com- Less: Valustion aliowence -9502| -6927

bined German corporate tax rate of 33.66% (2005: 36.32%; Daterrad tax asests 25700 326,220

2004: 36.20%) to the actual income rax expense. The Com-

pany’s 2006 combined German corporate tax rate includes Dslerrod tax lisbilities

a corporate income tax rate, after the benefit of deductible Intangibles 37,578 22.164

trade tax, of 21.85%, (2005: 21.62%; 2004: 21.66%), plus a

Property, plont, end squipment 23,720 13,600

solidarity surcharge of 5.5% thercon, and 1rade taxes of Financial assots 22,579 34,620
12.61% (2005: 13.51%; 2004: 13.35%). Accounts recsivable 24528 364N
Pension provisions 17,411 13,034
2008 2005 2004 Stock-based compensation 7.384 188
€(000) €(000} €(000) Other provisions 5115 8,626
Income before incoma taxes 2,674,799 2,316,356| 2,072.642 Deferred mcoms 4,844 7.435
Expected income taxes 35.66% - Other 18,978 33,024
in 2006 (36.32% in 2005, Deferrad tex linbilities 172,138] 180,892
38,20% in 2004) 053,823| 841,300| 750,208
Net deferred tax assots 123,642 156,228
Foreign tex rate differential - 25,7103 -5M7 - 1.800
Tax effect on non-deductible
expenses 17,644 12,176 12,631 ) bl £ def
Prior year taxes soo08a| - 57187 11422 IT: assessing th(_: r.eallzn ility o deferred tax assets, we con-
— sider whether it is more likely than not that some portion
Tax affact on eguity investments ) ]
and securities 71843 -34628 .1785| orallof the deferred wax assets will not be realized. The
Other 7.452 9,107 _1.485] ultimate realization of deferred rax assets is dependent upon
Actual income 131 expanso 801,812 817,053 757,269 the generation of future taxable income during the periods

in which those remporary differences become deductible.
Based upon the level of historical taxable income and pro-
jections for future taxable income over the periods in which
the deferred rax assets are deducuible, we believe it is more
likely than not that the Company will realize the benefits

of these deductible differences, net of the existing valuation
allowances at December 31, 2006. The amount of the
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deferred tax asset considered realizable, however, could
be reduced in the near term if estimates of future taxable
income during the carryforward period are reduced.

At December 31, 2006, cervain foreign subsidiaries
of the Company had net operaring loss carryforwards
amounting 1o €47.717 thousand (2005: £52,694 thousand),
which may be used to offset future taxable income. Of rhis
amount €£17,851 thousand predominaney relates 1o state ner
operating loss carryforwards in the United States, of which
€13,318 thousand expire during the years 2022 through 2026,
if not used earlier. The remaining amount is available to be
used to offser stare raxable income, if any, over the next 15
years. Further €6,002 thousand retates to other net operating
loss carrytorwards that will expire if not used within one to
seven years. Thereol €1,749 thousand will expire within one
to two years and €4,253 thousand will expire within three 1o
seven years. The remaining €23,864 thousand relates to
other net operarting loss carryforwards thar do not expire
and thercfore can be utilized indefinitely.

Deferred tax assets as of December 31, 2006, and 2005,
have been reduced by a valuation allowance of €9,502 thou-
sand and €6,927 thousand and, respectively, to a net amount
that we believe is more likely than not to be realized.

SAP recognized deferred income tax liabilities of
€8,587 thousand (2005: €3,935 thousand} for income taxes on
future dividend distributions from foreign subsidiaries,
which is based on €297,000 chousand (2005: €217,000 thou-
sand} of cumulative undistributed earnings of those foreign

{12) EARNINGS PER SHARE

Convertible bonds and stock oprions granted to employees
under our stock-based compensation programs are included
in the diluted earnings per share calculations to the extent
they have a dilutive cffuct. The dilutive impact is calculated
using the treasury stock method. Convertible bonds and
stock options to acquire 23.6 million, 25.2 million, and

37.6 million SAF common shares that were issued in con-
nection with the LTI 2000 Plan or SAP SOP 2002 were not
included in the compuracion of diluted earnings per share
for 2006, 2005, and 2004, respectively, because the options’
undetlying exercise prices were higher than the average
market prices of SAP commeon shares in these periods. The
number of outstanding stock options and convertible
bonds is presented in Note 29.

subsidiaries because such carnings are intended to be
repatriated. The Company has not recognized a deferred
income 1ax liabilivy on approximately €2,938 million {2005:
€2,371 million) for undistributed earnings of its foreign
subsidiaries that arose in 2006 and prior years because the
Company plans to permanently reinvest those undistrib-
uted earnings. It is not practicable to estimare the amount
of unrecognized tax liabilitics for these undistribured
foreign carnings.

Total income raxes including the items charged or
credited directly 1o related components of stockholder's
equity for the years ended December 31, 2006, 2005, and 2004
consist of the following:

2008 2005 2004

€(000) €(000) €(000)

tncome tax from continuing
operations BO1.612 817,053 157.269

Stockhokdar's equity for items in
additiona) paid in capital relsted

to stock-based compensation -10.822 -23035| -15752
Stockhokier's equity for items in
Other comprehensive incoma/ioss - 16,522 1.792 - 11,262

774,268 801,810 730.255

See Note 23 for the income tax impact of the components of
Accumulated other comprehensive income.

{in thousends, except per shore data) 2008 2005 2004

Net income €1,871,377 | €1,495,407 | €1,310.521

Woightad average shares

- basic 1,226,263 | 1.239,264 1,243,209
Stock options/Convertible bonds 5.387 4,078 5414
Weighted average shares
- diluted 1,231,650 1,243,342 1,248,823
Earnings por share - basic €1.53 €@ €1.05
Earnings por share = diluted €1.52 €1.20 €1.05

Al amounts shown above do reflect the issuance of bonus
shares at a I-t0-3 ratio under the capital increase described
in Note 23. Prior period amcunts have been adjusted
accordingly.
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C. NOTES TO THE CONSOLIDATED BALANCE SHEETS

(13) CASH AND CASH EQUIVALENTS AND INVESTMENTS

Cash and cash cquivalents and Investments as of December
3 consist of the following:

Cash and cash equivalents Shert-term investments Equity and other Investments
2000 2005 2006 2005 2008 2008
€(000) €(000) €(000) €(000) €(000) €(000)
Cash 477.820 455,523
Money market funds/Fund securitias 203,788 381,809 335 11,898 11,914
Time deposite 1,598,522 1.226,642 19,028 910.851
Commercial peper 118.801
Auction rate securities 154,822
Varioble rota damand notas 372 238,648
Other debt securitios ovaitable-for-sale 715617 825,162 246 5275
Markstable equity securities
available-for-szle 4,537 6,504 9.901 16.488
Equity securities at cost 3,185 728 54.579 27,532
Equity method securities 18,357 1.407
2,398.7131 2.064,074 830,950 1,782,318 94,891 82,614

The estimated year-end fair values of auction rate securities,  Proceeds from sales of available-for-sale securities in 2006

variable rate demand notes and orher debt securities were €199 million (2005 €0; 2004 €67.7 million). Gross gains
(excluding debr-based funds), by contracrual marurity, are rcalized from sales of available-for-sale securities in 2006
shown below. Expected maturities may differ from con- were €0.2 million (2005 €0; 2004 €13.7 million). Gross losses
tracrual maturitics because borrowers may have the rightto  realized from sales of available-for-sale securities in 2006
call or prepay obligations with or without penalty. were €1.8 million (2005 €0; 2604 €0).
2006 2005
€(000) €{000)
Dua within | year 456,304 204,041
Due ) year through 2 years 447,916 a2
Due sfter 2 yesrs 246 243,923
Total of suction rate securitiex,
varisble rate demand notea and debt securities 904,466 869,085
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Equity and Debt Securities
Amounts pertaining to Markerable equity securities and
debr securities as of December 31 are as follows:

Markstable securities Maorkotable securities in losa position
not in loss position for lass than 12 months for more than 12 months Total
Falr value Unrealized Fair value Unrealized Fair valug Unrealized Fair value Unreslized
gains losses losees losses
€(000) €(000) €(000) €(000) €(000) €(000) €(000) €(000)
2008
Marketable equity secunties
{ovailable-for-sale) 11,440 5,839 2,988 39 2,998 391
Marketable debt securilies
{svailable-for-sale} 216415 720 451,B19 1.145 226,232 1.084 678,051 2,229
Irvestment fund securities 11,898 78 11,898 18
2005
Marketable equity securitios
{available-for-sale} 23.080 13,787
Markatable debt securitios
{svaitable-for-sale) 412,959 2 456,126 3643 456,126 3.643
Investment fund securities 2,329 18 9.920 79 9.920 79

For the year ended December 31, 2006, we recorded other-
than-temporary impairment charges relaced to Marketable
securities of €0 million (2005: €0.3 million; 2004: €0 million).
The carrying value of all equity securities at cost was
€54.6 million and €27.5 million as of December 31, 2006, and
2005, respectively. Equity securities at cost, which primarily
include venture capital investments, are not included in che
above table as a marker value for those securities is generally
not readily obtainable. During 2006, 2005, and 2004, the
Company recorded €1.2 million, €3.7 million, and €5.1 mil-
lion, respectively, in charges related to other-than-tempo-

{14) ACCOUNTS RECEIVABLE, NET

Accounts receivable, net include costs and estimated earn-
ings in excess of billings on uncompleted contracts of
€145,442 thousand and €144,567 thousand as of December 31,
2006, and 2005, respectively.

Amounts presented in the Consolidared Balance
Sheets are net of allowances for bad debts of €24,897 thou-
sand and €72 889 thousand as of December 31, 2006, and 2003,
respectively and of sales allowances of €37,361 thousand

rary impairments of equity securities at cost. The Mar-
ketable debr securities as of December 31, 2006, consist of
high-quality (investment grade) bonds. The impairments of
Marketable debt securities in 2006 resulted from changes

in market interest rates and not from changes in the credit-
worthiness of the underlying debtor. We determine these
impairments (o be temporary given the short duration of
the respective declines in value and the Company’s intent
and ability to hold these investments for a reasonable period
of ime sufficient for a forecasted recovery.

and €35,763 thousand as of December 31, 2006 and 20085,
respectively. See Notes 3 and 7 regarding the change in
estimate of our allowance for doubtful accounis. Because
the gross amount of all accounts receivable with a term
exceeding 12 months have not been material, we have
not discounted long-term receivables to their present
values since the effect of doing so would not be material.




Accounts receivable, net based on due dates as of
December 31 are as foliows:

2008 2005

€(000) €(000)

Current 2,440,188 | 2,249,482
Noncurrent 2,875 1,545
2,442,883 | 2,251,027

(15) INVENTORIES

Inventories primarily consist of costs for office supplies and
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Concentrations of credit risks are limited due ro our large
customer base and its dispersion across many different
industries and countries worldwide. No single customer
accounted for 5% or more of Total revenues or Accounts
receivable, net in 2006, 2005, or 2004.

We do not sell portfolios of receivables to third parties
or use receivables as collateral for borrowings.

documentation.

{16} OTHER ASSETS

2006 2005
Current Noncurrent Total Currant Noncurrent Total
€(000) €(000) €{000) €1000) £(000) €{000)
Imsestments in insurence policies held
for employee-financed pension plans,
and semiretiremant 0 278.061 278,061 0 210.968 210.966
Income tax receivables 160.543 12,268 172,811 72.025 4,430 78,455
Fair value of STAR hedge and other
derivatives 117,102 87.332 204,434 57.490 117,766 175.2568
Other racetvables 41,319 40,724 82,043 35.227 30,437 65,864
Loans to employees 8,337 42169 50,506 5713 42215 47,988
Prepaii pensions 0 45,663 45,883 0 38,585 38,595
Rent deposis 0 26,188 26,388 0 27,364 27,364
Loans to third parties 538 n 879 488 438 926
Migcellaneous other assets 39,493 343 39,836 40,562 351 40,913
Total other financial asacts and
other assets 367,322 533,289 900,621 211,565 472,562 684,127

Detailed information about our derivative financial instru-
ments is presented in Note 28. Investments in insurance
policies relate to the employee-financed pension plans as
presented in Note 21 (a). The corresponding liability for
investments in insurance policies for semiretirement and
time accounts is included in employee-related obligations

(sec Note 21 (b)).

Loans granted 1o employees primarily consist of
interest-free or below-market-rare building loans and
amount to a gross value of €61.8 million in 2006 and €359 mil-
lion in 2005. The effect of discounting the employee loans
based on the market interest rates in effect when the loans

were granted was €11.3 million in 2006 and €11 in 2005.

Amoruzation of employee loan discounts amounted to

€3.1 million in 2006 and €2.6 million in 2005, respectively.

There have been no loans to employees or members of

the Executive Board and Supervisory Board 10 assist them in

exercising stock options.
Included in Miscellaneous other assets are primarily

interest receivables, tax claims, short-term loans, and other

items for which the individually recognized amounts are

not material.
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{17} PREPAID EXPENSES AND DEFERRED CHARGES

P'repaid expenses and deferred charges are mainly comprised
of prepayments for software royalties, operating leases, and
maintenance contracts. As of December 31, 2006, €23 million
of the total prepaid expenses mature after more than one
year {2005: €24 million).

(18) GOODWILL/INTANGIBLE ASSETS

Licenses,
trademarks,
similer rights,
and othar
intangiblos Goodwitl Totat
£(000) €(000) €(000)
Purchasa cost
111/2008 379,745 726,840 1,108,385
Exchange rate differences - 17,037 - 49872 - 66,909
Changs in the scope of consolidation 208 0 208
Additiona 189,088 407,407 596,495
Ratirements/disposals - 988.333 0 - 99333
Reclassifications a1 0 811
12/31/2006 454,282 1,084,175 1,538,457
Accumulated amortization
1/1/2006 240,048 100,004 340,142
Exchange rate differences - B.894 - 3.505 -12.399
Change in the scope of consolidation 1] 0 1]
Additions 58,708 0 58,708
Retiraments/disposals -98,187 0 - 98,167
Reclassilications 5 0 5
12/31/2006 191,700 86.589 288,289
Carrying value 12/31/2006 262,562 987,506 1,250,168
Carrying value 12/31/2005 139.697 626,546 786,243

The additions o goodwill result from our 2006 acquisitions
(€393 million), contingent considerations paid for prior
acquisitions (€12 million}, and purchase accounting adjust-
ments including resolution for tax uncertainties (€2 million).
Refer to Note 4 for further information on acquisitions.




All intangible assets, excepr goodwill, are subjece to
amortization. Intangibles consist of three major asset classes:
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Licenses,
trademarks,
Softwara and similar rights,
database Acquired ond ather
licenses technology Other intangiblas
€{000) €(000) €(000) €(000)
12/31/2006
Purchasa cost 200,603 214,076 39,603 454,202
- theraof additions In 2006 §2,148 118,347 18,593 189,088
Accumulated amortization 127,468 50,465 13,767 191,700
- thereof amortization in 2006 15.627 34.860 8,221 58,708
Carrying value 73135 163.611 25,836 262,562
Weighted average amorlization period in years 30 9.0 5
12/31/72005
Purchese cost 160,425 194217 25,103 379,745
Accumulated amortization 124,432 108,738 6.878 240,048
Carrying value 35,993 85,479 18,225 139,697

Software and database licenses consist primarily of technol-
ogy for internal use whereas Acquired wechnology consists
primarily of purchased software to

be incorporated into our produce offerings. During fiscal
year 2006, 2005, and 2004, amortization expense for Acquired
technology amounted to €35 million, €30 million, and

€29 million, respectively. The additions to software and data-
hase licenses in 2006 were individually acquired from third
parties, whereas the additions to Acquited technology and
Other intangibles primarily result from our acquisitions
discussed in Note 4.

Other intangibles consist primarily of crademark
licenses and customer contracts acquired as well as in-
process research and development which is fully amortized
immediately. For further information see Note 4.

The estimated aggregate amortization expense far
our intangible assets as of December 32, 2006, for each of the
five succeeding years ending December 31, is as follows:

€(000)
2007 58,400
2008 50.952
2009 45,008
2010 34,961
20114 21.955
thereafter 51,308

The carrying amount of goodwill by reportable segment as
of December 31, 2006, and 2005, is as follows (for furcher
information see Note 3)):

12/31/2006 Thereof | 12/31/2005 Thereof

additions sdditions

in 2006 in 2005

Segment €(000} €(000) €(000} €(009)
Product 618,397 350,444 308,847 84,185
Consulting 340,328 39,725 304.934 56.995
Training 28,851 17,238 12,985 2,066
887,586 407 407 626.546 143,246
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{19) PROPERTY, PLANT, AND EQUIPMENT

Land, leasehold
improvements,
and buildings,
including| Other property, Payments and
buildings on plant, and constniction
third-party land equipment in progress Toral
€(000) £(000) €{000) €(000)
Purchase cost
17172008 954,992 1,045,357 43,470 2,044,910
Exchange rate differences - 23.617 - 18.878 - 628 - 43,124
Change in the scope of consolidation 389 4,207 [+] 4,596
Additions 33178 186.792 91.835 311.805
Aetirements/disposols - 11,887 - 121,586 [+} - 133,573
Reclassifications 22,606 1,910 - 25,427 -an
12/31/2008 975,552 +.0008.801 109,250 2.183.603
Accumulaled depreciation
1/1/2006 287,338 682,509 [+ 845,845
Exchange rate differences -1.877 - 12,241 o - 20118
Change in the scope of consolidation 0 [+} o 0
Additions. 21,714 127,761 /) 155,535
Retiraments/disposals - 10,956 - §6.893 0 - 101.840
Reclessdications 0 -5 0 -5
12/31/2008 298.277 681,131 /] §77.408
Carrying valua 12/31/2008 619,275 417.670 109,250 +.,208,193
Carrying value 12/31/2005 467,047 363,048 43,470 1,094,685

The additons and dispusals in Other property, plant, and During fiscal vear 2006, 2005, and 2004, depreciation

equipment relate primarily to the renewal and purchase of expense for Property, plant, and equipment was €156 million,

computer hardware and cars acquired in the normal course €158 million, and €164 million, respectively. The majority of

of business. depreciation expense in all years related to Other propery,
Interest capitalized has not been material to any plant, and equipment.

period presented.
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{20) ACCOUNTS PAYABLE AND OTHER LIABILITIES

Accounts payable and Other liabilities based on due dates as
of December 31 are as follows:

Term loss Term betwoan | Term more than Balance on Balance on

than { year | and 5 ysars 5 yoars 12/31/2008 1273172005

€1000) €(000) €1000) €(000) €000}

Other employee-related liabilities £48.628 0 50,513 999.141 926,548
Payables to suppliers 580.986 403 0 581,369 516,881
Other taxes 220.236 0 0 220.236 232,700
Advanced payments received 26.087 33,943 0 63.010 €9.925
Bank lcans and overdmfi 24,556 0 1.614 26.170 24,300
Other finsncial kiabilities 18.128 1,204 4] 19,332 52.548
Other liabilitios 88.719 12,30} 7.225 106,245 100,487
1,908,300 47,851 59,352 2,015,500 1,923,387

Liabilities are unsecured, except for the retention of tithe and Addidonally, as of December 31, 2006 and 2005, SAP

similar rights customary in industry. Effective inrerest rates
of bank loans were 8.08% in 2006 and 7.22% in 2005, and 6.14%
in 2004, respectively,

On November 5, 2004, SAP AG entered into a €1 bil-
lion syndicated revolving credit facilivy agreement with an
initial term of five years. The use of the facility is not
restriceed by any financial covenants. Borrowings under the

AG had available lines of credir totaling €599,400 thousand
and €553,400 thousand, respectively. As of December 31, 2006,
and 2005, there were no borrowings outstanding under
these lines of credir,

As of December 31, 2006, and 2005, cercain subsidiaries
had lines of eredit available that allowed them to borrow
in local currencies ar prevailing interest rates up (o €109,306

facilivy bear interest of EURIBOR or LIBOR for the respec-
tive currency plus a margin ranging from 0.20% 1o (.25%
depending un the amount drawn. We are also required to

pay a commitment fee of 0.07% per annum on the unused
available credit. As of December 31, 2006, and 2008, there

were no borrowings outstanding under the faciliey.

(21) PROVISIONS

Provisions based on due dates as of December 31 were as

thousand and €217.712 thousand, respectively. Total aggre-
gate borrowings under these lines of credit, which are pre-
dominantly guaranteed by SAP AG, amounred to €26,170

thousand as of December 31, 2006, and €24,300 chousand as
of December 34, 2005.

follows:

2008 2005
Current Noncurmrant Total Current Noncurrent Total
€(000) €(000) €(000) €(000) €(1000) €(000)

Pension plans and simitar obligations
{sea Note 21a) 991 230,648 231839 [+] 183,619 183,619
Other obligations (sse Note 21b) 162,250 107,811 270.061 159,642 100,992 260.634
163,241 338,459 501.700 150,642 284,611 444,253
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a) Pension Plans and Similar Obligations

We maintain several defined benefit and defined contribu-
tion plans for our employees in Germany and at our foreign
subsidiaries, which provide for old age, disability, and sur-
vivors’ benefits. The measurement dates for the domestic

related intangible assers were also derecognized upon adop-
tion of the new standard. The incremental effect of applying
SFAS 158 on individual line items of the balance sheer as of
BPecember 31, 20086, i shown below:

and foreign benefit plans are December 3. Individual fefore Aftar
benefit plans have also been established for members of the application | seplication
Executive Board. o SFAS ':; “::":; SFaS |.:;
The accrued liabilities on che balance sheet for pro €1000) €1000)
pensions and other similar obligations at December 3 Intangible assets 262,155 a21| 282,582
consist of the following: Deferred tax asseis (noncurent) 66.164 2325] 68489
Pension fiabilities and other
2006 2005 chiigations -28.621| -12468] - 41089
€{000) €(000) Deferred tax liability (noncurrent) - 18,372 -so| -186.422
Domestic benefit plans 8.174 13,410 Accumulated cther comprehensive
Foreign benafit plans 32,630 19,280 income 327,557 9.766) 337.323
Orther defined benefit plans not included
in footnote 285 4,806
Total defined henefit plans 41.089] 37496  The Consolidated Balance Sheets include che following
Employee financed plans 190.550] 148.023}  significant components related ro defined benefit pension
Yote! ponsion plans 231.635] 183.618]  plans based upon the situation as of December 31, 2006, and

The increase in total provisions for pension plans mainly

result from an increase in employee financed plans.

The related insurance contracts held by us resulied in an
increase in Other assers by the same amount. For devailed
information on our Employee-Financed Pension Plans see
further information below.

Orther foreign pension plans and similar obligation
inctude obligations similar to pensions. Plans thac do not fall
in the scope of SFAS 158 or SFAS §7 have been reclassified
to other employee provisions. Furthermare, in 2006 we have
included additional smaller foreign bencfic plans in the
derailed defined pension plan disclosures below.

We adopted the recognition and disclosure require-
ments of SFAS 158 as of December 31, 2006. SFAS 158 requires
recognition of the funded status of our defined benefit
pension on the consolidated balance shect on a prospective
basis and recognize as a component of Accumulated other
comprehensive income (loss), net of tax, the gains or losses,
and prior service costs or credits that arise during the
perioed but are not recognized as components of net periodic
benefit cost. Additional minimum pension liabilities and

2005:

2006 2005
€000} €(000)
Pension assets 45,663 38,595
- thereof principal pension benefit plans 45,221 37,594
- theraof ingignificant pension benefit plans
not included in notes 442 1,001
Accumulated other comprehenstve Income 22,701 15,660
- thereof principal pension benefit plans 28,214 15.517
- thereof Insignificant pension benefit plana
not inchuded in notes -513 143
Lass income tax effect (deferred income
tax agsets net of deferred tax lisbilities) 7.960 5,685
- thareo! principal pension benefit plans 1.994 5633
- thereo! insignificant pension benefit plang
not inctuded in notes -~ 34 52
Accumnulated othar comprehengiva income
ret of income taxes 19.741 8,875
- thereof principal pension benefil plans 20.220 0.884
- thereof Insignificant pension benefit plang
not included in notes - 479 a1
Accrued pansion benefit fiahility - 41,089 - 33876
- thereof principal pension benefil plans - 40,804 - 32,690
- thereof Insigrificant pension benefit plans
not included in notes - 285 - 1,186
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Domestic Benefit Plans The following weighted average assumptions were
Our domestic defined benefit plans provide participants used for the actuarial valuation of our domestic pension
with pension benefits that are based on the length of service  benefit obligation as of the respective measurement dace:
and compensation of employees.

The change of the benefir obligation and the change

in plan assets for the domestic plans are as follows: 2006 2005 2004
% % %
2006 2005 Digcount rate 45 40 5.0
€(000) €000} Compensation increase 2-5 2-7 2-17
Change in benefit obligation
Benefit obligation ot beginning of year 42,745 33.236| The components of net periodic benefit cost of our
Additionat plans included in pension disclosure 715 o| domestic benefir plans for the years ended December 31 are
Service cost 394 300| asfollows:
Intarest cost Lng 1,640
Actuarial gainfloss - 3,685 8.361 2008 2005 2004
Benafits paid - 989 - 192 €(000) €(000) €(000)
Benefit obligation at year snd 40,879 42,745 Service cost 304 300 anm
Inlerest cost 1,719 1,640 1,587
Change in plan sssets Expecied return on plan sagets - 1,274 - 1,572 - 1,638
Fair valve of plan assets at beginning of year 28,722 21.536 Amortization of initial ne1 obligation 42 42 42
Additional plens included in penston disclosure 183 1] Amortlzation of prior service cost 0 762 503
Actual raturn on plan assets 1.587 285 Amortization of net loss 2,306 0 0
Employer contributions 3222 1,683 Net periodic bansfit cost 3,187 1,172 195
Benefits paid - 999 - 140
Assets transferred to defined contribution plan 0 -52
Fair value of plan asssis at yasr end 32,705 28,7122
Funded status ot year end -8,174 - 14,023
Amounts recognized in the consolidated
balonce shoots:
Mongurrent pension essats 0 6
Accrued benefit lisbllity {currant) 0 0
Accrued benefit liobility (noncurrent) -84 -13,410
Net amount recognized -B8.174 - 13,404

Due to the fact that the application of SFAS 158 is required
prospectively only we recognized the unfunded status of
our domestic benefit plans in 2006 on the balance sheet.
Comparative figures for 2005 were recognized in accordance
with SFAS 87 applicable on December 31, 2005.
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Amounts recognized in Accumulared other comprehensive
income consist of:

The change of the benefic obligation and the change
in plan assets for foreign defined benefit plans are as follows:

2008 2006 2005
€(000) €(000) €(000)
Initia! net transition obligation 406 Change in benefit obligation
Net loss 10,131 Benefit obligatian at beginning of year 256658 | 189.838
Total unrecognized pension cost 10,537 Additional plans included in pension disclosure 5.061 0
Service cost 35911 29872
Interest cost 10,358 9,021
The weighted average assumiptions used for determining the Employee contributions 32N 2,965
nee periodic pension cost for our domestic pension plans for Actuarial loss/gain - 4,925 15,084
2006, 2005, and 2004, were as follows: Banefis paid -7,338| -7.853
Foreign currency exchange rote changes - 24,687 17,754
2006 2005 2004 Other changes 740 0
% % % Banefit obligation at year and 275.049 256,658
Discount rate 4.0 50 5.3
Expected returm on plan nssets 4.25 55 6.0 Chenge in plan assots
Rate of compensation Increase 2-5 2-7 2-7 Fair value of plan assets at beginning of year 241,842 185,628
Additiona! plans Inclhuded in pansion disclosure 4,700 0
Actual return on plen assats 26,702 18,087
Our investment strategy in Germany is to invest all con- Employer contributions 41874 20,385
wributions into stable insurance policies. The expected rate Employee contributions 3271 2.965
of return on plan assets for our domestic benefit plans is Benefita paid -7.158| -6.554
calculated by refecence w the expected rerurns achievable Foreign currency exchange rate changes - 23.391 21131
on the insured pulicies given the expected asset mix of the Other changes 0 0
policies. The assumed discount raves are derived from rates Fair value of plan sssets at year end 287,640 241,642
available on high-quality fixed-income investments for
which the timing and amounts of payments match the Fundad status ot yoar end 12501 -15.018
timing and the amounes of our projected pension payments,
Amounts recognrized in the lidated
Foreign Benefit Plans balancoe shoots:
Foreign defined benefic plans provide pardicipants with Prepaid benefit cost 45.22 37.568
pension benefits that are based on compensation levels, age, Accrued benetit liability {currant) ik 0
and years of service. Accrued benefit liobility (noncurrent) - 31,639 -19.280
Neat amount recognized 12,591 18,308

Due 1o the fact that SFAS 158 need only be applied prospec-
tively we recognized the unfunded srarus of our domestic
benefit plans in 2006 on the balance sheet. Comparative
figures fur 2005 were recognized in accordance with SFAS §7
applicable on December 31, 2005.

There were no plan transfers, divestitures, curtail-
ments, or settlements impacting our foreign benefit plans
in 2006 or 2005.




Assumprtions regarding discount rates, rates of
increase in compensation, and long-term rates of return on
plan assets used in calculating the pro’ected benefit obliga-
tions vary according to the economic conditiuns of the
country in which the benefit plans are situated. The follow-
ing are weighted averages of the assumptions that were used
for the actuarial valuation of our foreign pension benefit
obligation as of the respective measurement date.
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The following are weighted averages of the assumptions
that were used to determine net periodic pension cost for
our foreign pension plans for 2006, 2005, and 2004:

2006 2005 2004

% % %

Discount rate 41 45 47
Expected retumn on plan assets 69 69 69
Rate of compansation incresse 45 5.0 4.7

2003 2005 2004

] x %

Discount rate 4.4 42 4.5
Aate of compensation increase 4.8 49 49

The components of net periodic benefit cost of our foreign

benefit plans for the years ended December 31 are as follows:

2008 2005 2004

€(000) €(000} €(000}

Service cost 35911 20,872 30,220
Interest cost 10,353 2.024 1.817
Expected return on plan agsets - 17,000 - 14,270 - 11,959
Amortization of inilial net cbligation 182 175 176
Amortization of prior service cost -139 ~ 141 - 139
Amortization of net loss 208 150 812
Other 253 0 0
Mot perlodic benefit cost 30,280 24,807 20,8927

Amounis recognized in Accumulaied other comprehensive
income consist of:

2006

€(000)

Initial net transition obligation 1.690
Prior service credit - 356
Net loss 16.343
Total unracognized pension cost 17.877

The expected return on plan asset assumptions is based on
weighrted average expected long-term rate of returns for
each asset class which are estimated based on factors such as
historical return patterns for each asset class and forecasts
for inflation. We review historical return patterns and other
relevant financial factors for appropriateness and reason-
ableness and make modifications when considered neces-
sary. For example, the excessive returns on equity securities
in the lare 1990s were given less weightin the expected
return on plan assets assumption than were the more mod-
erate returns before and since then. The assumed discount
rates are derived from rates available on high-quality fixed-
income investments for which the iming and amounts of
paymenss match the timing and amounts of our projected
pension paymenis. Our foreign benefir plan asset allocation
at December 31, 2006, as well as the rarger assert allocarion,
are as follows:

Target Target
asset| Actual % asaat | Actual %
allocation of 2008 | allocation of 2005
Assot category 2007 | plan assets 2008 | plan asssts
% % % %
Equity 54.7 57.4 53.8 57.2
Fixed income 41.0 40.8 37.2 e
Rexsl estate 3.2 1.4 29 0.4
Insurance policies 0.0 [+ 20) 55 37
Other 1.1 0.4 0.6 8.9
100.0 100.0 100.0 100.0

The investment strategies for foreign benefit plans vary
according to the individual conditions of the country in
which the benefit plans are situated. Generally, a long-term
investment horizon has been adopted for all major foreign
benefit plans. Qur policy is to invest in a risk-diversified
portfolio consisting of a mix of assets within the above target
asser allocation range.
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Additional Information on Funded Status for Domestic and
Foreign Plans

The total accumulated bencfit obligation for our principal
domestic and foreign benefit plans for the year ended 2006
was €40,394 thousand (2005: €42,147 thousand) and €257,261
thousand (2003: €228,647 thousand), respectively. The pro-
jected benefit obligation, Accumulated benefit obligation,
and Fair value of plan asseds for the Group’s domesric and
foreign defined benefit pension plans with accumularted

Expected Future Contributions and Benaefits
Our expected contribution in 2007 is €1,813 thousand flor
domestic defined benefit plans and €45,576 thousand for
foreign defined benefir plans, all of which is expected to be
paid as cash contributions.

The estimated future pension benefits to be paid over
the next 10 years by domestic and foreign benefir plans for
the years ended December 31 are as follows:

benefit obligations in excess of plan assets are as follows: Domestic|  Foraign
plans plans Total
Under- €(000) €(000) €(000)
Accu- funding of 2007 1.184 9.313 10.497
Projected mulated Fair| accumula- 2008 1,392 11,121 12.513
benefit benefit value of | ted benefit
obligation| obfigation | plon asscts bligation 2009 1418 12.076 14.085
€000} €000) €(000) €(000) 2010 1,810 14,115 15,725
12/31/2006 2014 1,60 16,347 17,838
Domastic plans 20870 20,394 32.705 7,689 2012-2016 10,540 132.413| 122,952
Foreign plans 109,196 101,270 77.768 23.502
Total 150,075 141664 110,473 31,191
Contribution Plans
12/31/2005 We also maintain domestic and foreign defined contribution
Domestic plans 42.145 42,147 28,722 13,425 plans. Amuounts contribured by the Company under such
Foreign plang 21578 16.686 0 gesa{ plansare hased upun a percentage of the employees’ salary
Total 64,323 58,833 28,722 30.11] or the amount of contributions made by employees. The

Additional Information on Estimated Recognition

of Components of Net Periodic Benefit Costs and Other
Amounts Recognized in Other Comprehensive Income
We estimate the following amounts for prior service cost
and unrecognized transition assets of our defined benefits
plans 1o be amortized from Accumulated other compre-
hensive income into ner periodic benefir cost over the next
fiscal year:

2007
€(000)
Esti d te d 1o ba recognized
from OC| over tha next fiscal year
Initial net obligation 106
Prior sarvice credit -58
Net loss 1.619
1.667

costs associared with defined contribution plans were
€92 427 thousand, €82,128 thousand, and €76,453 thousand
in 2006, 2005, and 2004 respectively.

Employee-Financed Pension Plan

In Germany we maintain an unqualified employee-financed
plan, whereby employees may contribuie a limited portion
of their salary, We purchase and hold guaranteed fixed race
insurance contracts, which are recorded in Other assets

(see Note 16) and are equal to the obligations under the plan
(€190,550 thousand and £146,123 thousand at December 31,
2006, and 2005, respectively).
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b) Other Obligations
Other obligations as of December 31 are as follows:

2008 2005

Current Noncurrant Total Currant Noncurrent Total

€(000} €(000) €{000) €(000) €(000) €{000)

STAR obfigations 82,524 50.792 133,328 73.966 48,274 122,240
Emplayea-related obligations 46,553 46,726 93,279 33,860 41,638 75,505
Cuslomer-related obligations 26,141 1} 26,141 43,404 1] 43,404
Restructuring cbligations 1,951 3,527 5478 3.997 5,528 9.525
Warronty obligations 2,700 0 2,700 2,800 0 2,900
Crher obligations 23N 6,766 9,137 1.506 5,554 7.060
162,250 107,811 270.061 159,642 100.992 200,834

Employee-related obligations primarily camprise provisions  operating expense, net. The following table presents the
for rime credits, severance payments, jubilce expenses, semi-  beginning and ending balances along with additions and

retirement, and provisions for special legal or contractual deductions incurred:
one-time post-employment termination benefits.
Warranty obligations represent estimated future Severance
warranty obligations and other minor routing items pro- payments
. . Unused for re-
vided under our maintenance contracts, We generally pro- leaso space | structuring Total
vide a six to 12 month warranty on our software and classify €(000) €000} €(000)
these as current obligations. We detcrmine the warranty Balance o8 of 1/1/2008 17,601 3529 21.220
obligations hased on the historical average cost of fulfilling Aditions 2.625 6972 9.597
our obligations under these commitments. Changesin the Uniization “1557) -ae68| - 11225
warranty obligations in 2006, 2005, and 2004 are summarized 7= Al orars] - 2890
below: Currency -1778 13 - 168
Balance a3 of 12/31/2004 10,565 5.670 16,235
2008 2005 2004 - thereof current 4,404 4.846 9,250
€000) €000) €(000) ~ thereof nencurrent 6,181 824 6,985
Balance as of 1/1 2,800 3.852 -1.600
Additions 2,700 2849 3.852 Balance as of 1/1/2005 10.585 5.670 18,235
Utiization 2000  2737) 4368 igditions 2379|  4203] 6582
Release 9 1,084 328 Uuization -4404 -4p46| -9.250
Balance as of 31/12 2,700 2,900 3,852 Rel - 1.547 ~3904 4,851
Currency 833 - 24 809
Balanco as of 12/31/2005 7.828 1,699 9,525
Exit activitics include contract teemination and similar T thareo! carrem 2415 1578 2.997
restructuring costs for unused lease space and severance thereof moncumrert 5408 120 5,528
bencfits. Restructuring obligations are included in the
Consolidated Statements of Income in the line item Other Balonce us of 17172006 7828 | 899 9.525
Additions 2,589 2,161 4,750
Utilization -2710)  -vavel -4
Release - 2315 -1.859 - 4,174
Currency - 341 - 20 - 361
Balance as of 12/31/2008 4,989 489 5.478
= thereof current 1,919 32 1.851
- thereof noncurrent 3.070 457 3527
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Severance benefits that do not vest or accumulate are recog-
nized when it becomes prohable chat an obligation has been
incurred and the amount s reasonably estimable. In 2006,
2005, and 2004 we accounted for most severance obligations
in accordance with SFAS 146, Accounting for Costs Associated with
Exit or Disposal Activities {"SFAS 1467} since the majority of the
severance activities related 1o one-time events.

(22) DEFERRED INCOME

(23)

Deferred income consists mainly of prepayments for main-
tenance and deferred sofiware license revenues. Deferred
software license revenues will be recognized as software,
maintenance, or service revenue, depending upon the
reasons for the deferral. The current portion of deferred

SHAREHMOLDERS' EQUITY

Common Stock
As of December 31, 2006, SAP AG had 1,267,537.248 (2005:
316,457,821) no-par common shares issued (including treas-
ury stock) with a calculated nominal value of €1 per sharc,
The number of common shares increased by 426,491
(corresponding to €426,491) in 2006 as a resule of the exercise
of awards granted under certain stock-based compensation
plans (2005: 454,22t corresponding to £454,221). The number
of common shares furdier increased by 950,652 936 {corre-
sponding to £950,652,936) with the issuance of bonus shares
ata l-ta-3 ratio under a capital increase from corporate
funds. The increase in commoan shares from corporate
resources pursuant to a resolution of the May 9, 2006,
Annual General Meeting of Shareholders became effective
December, 15 on entry in the Company's commercial
register, With its implementation on the capital market
on December 21, each SAP AG sharcholder received three
additional (or *bonus™) shares for one existing share.
The new shares qualify for dividend with effect from the
beginning of 2006.

Provision for unused lease space relates to costs that
we will continue to incur for vacated space under various
operating lease coneracts that will have no future economic

bencfit.

income is expecied to be recognized within the next 12
months. Recognition of deferred income is possible when
basic applicable revenue recognition criteria have been met
(sce Nowe 3).

Shareholdings in SAP AG as of December 31, 2006,

are as follows:

Number | Subscribed Number | Subscribed
of shares capital | of shares eapital
2006 2008 2005 2005
(000} % (000) %
Hasso Platiner GmbH
& Co. Beteiligungs-KG 113,718 9.0 31.650 10.0
Dietmar Hopp Stiltung
GmbH 109.869 8.7 27,467 B.7
Klaus Tschira
Stiftung gGmbH 67,472 53 17,641 58
Cr. h.c. Tachira Batell-
gungs GmbH & Ca. KG 63,331 5.0 15,833 5.0
Hasso Platiner
Forderstiftung gGmbH 18,062 1.2 4763 1.5
OH-Begitzgesslischaft
mbH & Co. KG"! 10,200 0.8 4,061 1.3
Dr. h.c. Techire and wife 2,000 0.2 S00 0.2
Treasury stock 49,251 39 6,679 21
Free float 835,633 65.9 207.864 85.6
1,267,537 100.0 316.458 100.0

1 DH-Bestzgrsealachell mbH & Ca. KG &y whally pwrisd by Dvetmar Hopp.

Authorized Capital

The Articles of Association authorize the Executive Board of

SAP AG (the “Executive Board™) ro increase the Subscribed

capital

+ up 1o a toral amount of €60 million through che issuance
of new common shares in return for contributions in cash
until May 11, 2010 (“Authorized Capital I"). The issuance
is subject to the statutory subscription rights of existing
shareholders
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- up toa toral amount of £180 millior. through the issvance Contingent
of new common shares in return for contributions in cash capital
until May 8, 20t (“*Authorized Capizal [a™). The issuance £000)
is subject to the statutory subscription righes of existing 12/31/2004 35.247
shareholders Exorcise - 454

+ up toa total amount ot €60 million thraugh the issuance New suthorized °
of new common shares in return for contributions in cash ~_Reduction/cancellation - 1,863
or in kind until May 11, 2018 (“Authorized Capital H™). 12/31/2005 52930
Subject to cerrain precondirions and the consent of the Exercise - 428
Supervisory Board, the Executive Board is authorized to New authorized 100.000
exclude the sharcholders’ stacutory subscription rights Increose in consequence of capite) increese 82575

+ up toa total amount of €180 million through the issuance  Aeduction/canceliation 25000
of new common shares in return for contributions in cash ~ _12/31/2008 210079

orin kind until May 8, 2011 (“*Authorized Capital [1a™).
Subject to certain preconditions and the consent of the
Supervisory Board, the Executive Board is authorized to
exclude the shareholders’ statutory subscription rights

* up to an aggregate amount of €15 million against contri-
bution in cash by issuing new common shares unril May ),
2007 ("Authorized Capital [117). The new shares may be
subscribed 1o by a creditinstitution only, and only to the
extent that such credit institution, releasing SAY from
its corresponding obligation, satisfies the conversion and
subscription rights granted under the SAP AG 2000
Long Term Incentive Plan (“LTI2000 Plan™) or SAP Stock
Option Plan 2002 (“SAP SOI' 20027), respectively. The
shareholders’ statutory subscription rights are excluded
(rom this capital tncrease. The Executive Board may
exercise this authorization only to the extent that the
capital stock attributable to the new shares issued from
this Authorized Capital Ill, sogether with new shares from
contingent capital and treasury shares issued or trans-
ferred for the purposes of satisfying subscription rights,

The increase in contingent capital by €82,575 thousand in
2006 is a consequence reflecting the issuance of bonus shares
ata l-10-3 ratio under the capital increase described above
which resutted in an increase of the contingent capiral in
the same proportion by operation of law.

Treasury Stock

By resolution of SAP AG's Annual General Meeting of
Shareholders held on May 9, 2006, the Executive Board of
SAP AG was authurized to acquire, on or before October 3,
2007, up to 30 million shares in the Company, and after

the entry into force of the capital increase from corporate
funds resolved at the same meeting, up to €120 million
shares in the company on the condition that such share
purchases, together with any previously acquired shares, do
not account for more than 10% of SAP AG's capital stock.
Although Treasury stock is legally considered outstanding,
there are no dividend or voting rights associated with shares

does not amount to more than 10% of the capital stock at
the time of adoption of the authorization
No authorization 1o increase capial stock was
exercised in fiscal year 2006,

Contingent Capital

SAI' AG's capital stock is subject to a contingent increase of
common shares. The contingent increase may be alfected
only to the extent that the holders of the convertible bonds
and stock options that were issued by SAP AG under cerrain
stock-based compensation plans (see Note 29) excreise

their conversion or subscription rights, The following 1able
provides a summary of the changes in contingent capital
for 2005 and 2006:

field in creasury. We may redeem or resell shares held in
treasury or may use Treasury stock for the purpose of ser-
vicing subscription rights and conversion rights under the
Company’s stuck-based compensation plans. Also, we may
use the shares held in treasury as consideration in connec-
tion with the acquisition of other companies. Certain minor
sharcholders filed actions at the district court of Heidelberg
to set aside this resolution. We do not believe these actions
have merit so we continue to acquire SAP AG shares and
place them into treasury based on this authorization. This
view is supported by a legal opinion by the Company’s legal
advisors and a decision by the district court of Heidelberg
which dismissed the above mentioned actions. The com-
plaining shareholders have appealed against this decision to
the appeal in regional court of Karlscuhe, Germany.

As of December 31, 2006, we had acquired 49,251
thousand (2003: 6,679 thousand) of our own shares, repre-
senting €49,251 thousand (20035: €6,679 thousand) or 3.9%
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(2005: 2.1%) of Capiral stock. In 2006, 7,012 thousand (2005:
3,394 thousand) shares in aggregate were acquired under
the buyback program at an average price of approximately
€163.88 (2005: €130.01) per share. All shares acquired during
the year werce acquired before the issuance of bonus shares
ata 1-10-3 ratio under the capial increase described above,
Therefore the shares bought represent 28,048 thousand
shares with an atiributable value of €28,048 thousand or
2.2% of Capital stock after the capiral increase. We trans-
ferred 1,378 thousand shares to employees during the year
atan average price of €119.33 (2005: €110.20) per share. All
shares were transferred before the issuance of bonus shares
at a 1-10-3 ratio under the capital increase described above,
See Note 29 for furcher information. Qur wreasury stock
increased by 36,938 thousand shares as a result of the

increasc described above. The company purchased no SAP
American Depositary Receipts (ADRs) in 2006. (Each ADR
represents one common share of SAP AG; prior to the
issuance of bonus shares at a 1-to-3 ratio under the capiral
increase described above, each ADR one-fourth of a com-
mon share.) In 2005, certain of SAP AG's foreign subsidiaries
purchased an additional 390 thousand ADRs at an average
price of USS41.83 per ADR. Those ADRs were distributed to
employees during the year at an average price of US$35.33
per ADR by an administrator. The Company held no ADRs
as of December 31, 2006, and 2005, respecrively.

Accumulated Other Comprehensive Income/Loss

Changes to the components of Accumulated other

comprehensive incomefloss consist of the following as of

issyance of bonus shares at a I-to-3 ratio under the capial December 31:
2006 2005 2004
Tax Tax Tax
Pre-tax | {expense) Net| Pro-tox | (expanse) Net| Pre-tax{ {expense) Net
amount | or benefil amount{ amount! orbensfit| amount| amount] orbensfit| amount
€(000)|  €(000)| €loo0}| €(oDO}|  €l00D}|  €(OOO)|  €(000)}  €000)[  €(00D)
Accumulated unrealized gains/losses
on marketable securitios as of January | 11,168 8.301 15.979
Unrealized goina/losses on marketable securitles
Unrealized holding gaine/losses - 7,637 =137 -1.774 1.5M 1,153 2,724 - 699 114 75
Reclassification adjustments for gaing/loases
included in net income 1.587 - 508 1,082 220 -1 143 -8020 267 - 7753
Nat unrealized gains/losses on
marketable socurities - 6,050 - 042 - 6,692 1,191 1.078 2,887 -8.719 1,041 -7.678
A lated unrealized gains/l on
markeatable securities as of Dacember 31 4,476 11,168 8,301
Accumuiated curroncy translation adjustmants
o of January 1 - 202,260 - 322,396 - 251,673
Currancy translation adjustments - 14p.568 0)- 148568 120136 01 120.136| -70.723 0] -70,723
Accumulated currency translation sdjustmaenty
as of December 21 - 350,928 - 202,260 - 322,398
Accumulated additional minimum pension
liability as of January 1 -9,975 - t0, 741 =-3.722
Additional minimum pension liability odjustments -137 1,503 766 | =-9.,089 2070| -7.019
Accumulated additional mini pensi
liability as of Dacembaer 31 - 9,875 -~ 9975 - 10.741
Accumulated unrealized gains/losses
on cash flow hedges a3 of Janvary 1 - 8.983 13,310 13.441
Unrealized gains/losses on cash flow hedges
Unrealized cash flow bedga gains/lossen 40,543 - 14,567 259716] - 30,323 10,992 | - 19.331 11,691 - 1.681 10.010
Reclassification odjustments for gains/losses
included in net income - 10,035 3.605 -§.430 - 4614 1,672 -29421 - 11844 11,7031 - 10,14}
Nwt unsealized cash flow hedge gains/losses 30,508 | - 10,962 19,546 | ~ 34.937 12.664 | - 22273 - 153 22 -3
a latod unrealized gainall
on cash Mow hedges as of D ber 31 10.583 - 8,963 13310
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2006 2005 2004
Tax Tax Tox
Pro-tax | (expense) Net| Pra-tax | (expanse) Not| Pra-tax | (expense) Not
smount | or benefit| emount| amount| orbenefit| amount|{ omount| orbenefit| amount
€{000} €(000) €{000) €(000) €(000) €(000) €{000) €(000) €(000)
Accumulated unrealized gains/losses
on STAR hedge ss of January | 51,412 8,568 23,008
Unroslized gains/iasses on STAR hadge )
Unreglized gains/losses on STAR hedge 48,138 - 18,754 31,385 78,376 - 22417 50,9591 - 1.094 378 -716
Reclassification adjustments for gaina/losses
included in nat incoma 121 42,360| -79.351] - 12,527 4,182 -8.145] -22.432 1.751| - 14682
Net unroalized gains/iosses on STAR hedge -73,572 25,8608 | - 47,966 65,049 - 23,035 42,814 -23,527 8,128 | - 15,398
Accumulated unrealized gains/losses on
STAR hedge os of Decambar 31 3,446 51,412 8,598
Accumulated currency ettects from intercompanry
lang-term invastmsnts a3 of January 1 40,763 -2,473 0
Currency eflects from intercomparny
long-term invesiment transactions - 28,022 0] -28,022 43,236 0 43,236| -24713 0] -2473
Accumulated currency effoects from intercompany
long-term investmenta as of D ber 31 14,7401 40,763 -2.473
Total othar prahensive ir floss ' - 223,704 14,002 [ - 209,702 195,338 -7,702( 187,545~ 114,664 11.262 | - 103,422
Total accumulated other comprehenalve
income/loss as of Jonuary 1 - 117,855 - 305,401 - 201,879
impoct duo to first-timo adoption SFAS 158
Additiongl minimum pension liability effect 15,860| -5.685 9975
- Unrealized transition obligation - 1.698
- Unrealized prior service cost 348
- Unrealized actuarial gaing/losses - 26,249
Not unrealized pension cost -27,101 7060 - 19,741
Total accumulated cther comprehensive
incoma/loss as of December 31 - 337,323 - 117,855 - 305.401

Miscellaneous

Under the German Stack Corporation Act (Aktiengesetz},

the amount of dividends available for distribution o share-
holders is based upon the earnings of SAF AG as reported in
its starutory financial statements determined in accordance
with the German Commercial Code (Handelsgesetzbuck), For
the year ended December 31, 2006, the Executive Board and
the Supervisory Board propose a disrribution in 2007 of €0.46
per share as a dividend to the sharchaolders relating to the
earnings of SAP AG for the year ended to December 31, 2006,

Dividends per share for 2003 and 2004, which werc paid in
the immediately subsequent year, were as follows:

2005 2004
€ €
Dividend per common share 0.36 0.28

Dividend amounts for prior years have been adjusted for
the issuance of bonus shares at a 1-t0-3 ratio under a capital
increase from corporate funds described above.
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D. ADDITIONAL INFORMATION

{24) SUPPLEMENTAL CASH FLOW INFORMATION

Interest paid included in net cash provided by operating
activities in 2006, 2008, and 2004 was €3 809 chousand, €3,830
thousand, and €5,503 thousand, respectively. income taxes
paid in fiscal vears 2006, 2005, and 2004, net of refunds, was
€866,322 thousand, €973,565 thousand, and €481,557 thou-

sand, respectively.

(25) CONTINGENT LIABILITIES

In the nermal course of business, we usuatly indemnify our
customers against liabilities arising from a claim that our
software products infringe a third party’s patent, copyright,
trade secret, or other proprietary rights. To date, we have
not incurred any material loss as a result of such indemnifi-
cation and have not recorded any material liabilities related
to such obligations in the consolidated financial statements.
We occasionally grant function or performance
guarantees in routine consulting contracts or development
arrangements. Also, our soltware license agreements
generally include a clause guaranteeing that the software

{26) OTHER FINANCIAL COMMITMENTS

Other financial commitments amounted to €848,638 thou-
sand and €805,089 thousand as of December 31, 2006, and
2008, respectively, and are comprised primarily of commit-
ments under rental and operating leases of €656 815 thou-
sand, and €687,487 thousand as of December 31, 2006, and
2003. Those commitments relate primarily to the lease of
office space, cars, and office equipment. In addition, finan-
cial commitments exist in the form of purchase commit-
ments totaling €74,044 thousand, and €78,783 thousand as of
December 31, 2006, and 2003, respectively. These commit-
ments relate primarily to the construction of facilities in
Germany, office equipment, and car purchase commit-
mens. Historically, the majority of those purchase commi-
ments have been utilized. For financial commitments

. related to our pension plans see Note 21a.

substanially conforms to the specifications as described in
applicable documentation for a period of six to 12 months
from delivery, Qur warranty obligation, which is measured
based on historical experience and evaluation, is included in
Provisions (sce Note 2¢(b) Other obligations).

As of December 31, 2006, and 2005, no guarantees
were provided for performance or financial obligations of
third parties.

Commitments under rental and operating leasing
contracts as of December 31, 2006, are as follows:

€(000)
Dua 2007 148,958
Due 2008 114,127
Due 2009 90.763
Due 2010 72,375
Due 2011 61,935
Due thereafter 168,657

Rent expense was €182,054 thousand, €164,544 thousand,
and €153,418 thousand {or the years ended December 31,
2006, 2005, and 2004, respectively.



{27) LITIGATION AND CLAIMS

In Seprember 2006, U.S.-based i2 Technologies US, Inc. and
i2 Technologies, Inc. (i2) instituted legal proceedings in the
Unired Staces against SAP. i2 alleges that SAP's products and
services infringe one or more of the claims in each of seven
patents held by i2. In its complain, i2 seeks unspecified
monetary damages and permanent injuncrive relief. SAP
submitted its answer to the complaini in December 2006.

A trial date has not vet been set.

In October 2006, U.S.-based Sky Technologies LLC
(Sky) instituted legal proceedings in the United States
against SAP and Oracle. Sky alleges thag SAP’s products and
services infringe one or more ol the claims in cach of five
patents held by Sky. In its complaint, 8ky secks unspecified
monctary damages and permanent injunctive relief. SAP
submitted its answer to the complaint in January 2007. The
teial has been scheduled for October 2008,

In January 2007, German-based CSB-Systems AG
{CSB) instituted legal proceedings in Germany against SAP.
CSB alleges chat SAP's products and services infringe one or
mure of the ctaims of a German patent and a German
utility model held by CSB. In its complaint, CSB has set the
amount in dispute at €1 million and i sccking permanent
injunctive relief. Within these proceecings CSB is not pre-
cluded from requesting damages in excess of the amount in
dispute. The trial has been scheduled for February 2008.

We will continue to vigorously defend against the
claims and we believe that these actions are not likely to
have a marerial effect on our business, financial position,
income, or cash flows. As of December 31, 2006, no amount
has been acerued for these matters, as a loss is not probable
or estimable. Any litigation, however, invelves potential
risk and potentially significant litigation costs, and therefore
there can be no assurance that these actions would nat
have a maerial adverse effect on SAIPs business, financial
position, income. or cash flows. Due to the inherent uncer-
tainties of the actions outlined above we currently cannot
make an estimate of the possible loss in case of an unfavorable
outcome.
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In August 2005, U.S.-based AMC Technolegy, Inc.
(AMC)instituted legal proceedings in the Unired States
against SAP. AMC alleges that SAP breached an agreement
with AMC, and that certain SAP iechnology infringed
AMC's copyright and improperly included AMC rechnology.
AMC's complaint seeks unspecified monetary damages
and injunctive relief. SAP and AMC Technology, Inc., have
resolved this dispute for an amount immacerial o SAP's
business, linancial position, income, and cash flows.

In May 2006, U.S.-based Triton [P, LLC (Triton IP)
instituted legal proceedings in the United Stares against
multiple defendants including SAP, Microsoft, and Oracle.
Triton 11" alleges thae certain SAF products infringe a U.S.
patent owned by Triton I, In its complaint, Triton 1P seeks
unspecified monecary damages and permanentinjunctive
relief, SAP filed its answer to the complaint on August 7,
2006, SAT* and Triton 1P have resolved this dispute for an
amount immaterial to SAP’s business, financial pusition,
income, and cash flows.

In April 2005, U.S.-based cPlus, Inc. (ePlus), instituted
legal proceedings in the Uniced States against SAP. ePlus
allcges that certain SAP producrs, methods, and services
infringe three 1.S. patents owned by ePlus. Inits complaing,
ePlus seeks unspecified monetary damages, permanent
injunctive relief, and up to treble damages for alleged willful
infringement. The crial, which was held in March/April of
2006, resulied in a miserial due to a hung jury. The case was
submitted 10 the court for a decision in August 2006. Sub-
sequently, SAP and ePlus participated in court-mediated
serttement discussions. SAP and ePlus have resulved dhis dis-
pute for an amount immaterial to SAP's business, financial
position, income, and cash flows.

In Qctober 2006, South African-based Systems Appli-
cations Consulrants ('TY) Limited (Sccurinfo) informed
us that it had filed a fawsuir against SAP ar the High Court
of South Africa alleging that SAP has breached a software
distribution agreement with Securinfo. In its complaine,
Sccurinfu seeks damages of approximately €496 million and
relicf preventing SAP from breaching its agreement with
Sccurinfo. The complaint has not yet been properly served
in compliance with internarional law. We will vigorously
defend against Securinfo’s claims and we believe that this
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action is not likely to have a material effect on our business,
financial position, income, or cash flows. As of December 34,
2006, no amount has been accrued for this matter, as a Joss
is not probable. Any lirigation, however, involves potential
risk and potentially significant litigation costs, and therefore
there can be no assurance that this action would nor have a
material adverse effect on SAP's business, financial position,
income, or cash flows. We currently estimate the possible
Joss in case of an unfavorable outcome to be significantly
below Securinfo’s damage claim and o be immaterial to our
business, financial position, income, or cash flows.

FINANCIAL INSTRUMENTS

Fair Value of Financial Instruments

We utilize various types of financial instruments in the
ardinary course of business. The carrying amounts and fair
values of our financial instruments are as follows:

Carrying Fair| Camrying Failr
value value value value
2006 2006 2005 2005
€000} €{000) €(000} €000}
Assots
Finangial assets and
secuntios 1,006,903 | 1,006,903 934.081 934,081
Other loans £1,385 51,385 48.915 48,915
Forward exchange
cantracts 33,549 33.549 B.143 6,143
Call options
{STAR hedge) 170,885 170,885 169,113 169,113
Linbifition
Bank loans and
overdralts - 26,170 ~ 26,170 - 24,300 - 24,300
Farward exchange
coniracts - 11,708 - 11,708 - 43,918 - 43919

The marker values of these financial instruments are deter-

mined as follows:

- Financial assets and securities: The fair values of Mar-
kewable deby, fund and equity sceurities are based upon
available quoted marker prices.

« Other loans, bank loans and overdrafts: The fair values of
Other loans, bank loans and overdrafts approximate their
carrying values. The interest-free, below-market-rate
emplovee loans included in other loans are discounted
based vn prevailing markec rates.

We are also subject to a variety of other claims and
suits that arise from time to time in the ordinary course
of our business. We make a proviston for a liability for such
matters when it is both probable that a liability has been
incurred and the amount of the loss can be reasonably esu-
mated. We currently believe that resobving these claims and
suits, individually or in aggregate, will not have a material
adverse effect on SAP's business, financial position, income,
or cash flows. However, these matters are subject to inher-
cnt uncertainties and our view of these marters may change
in the future.

« Derivartive financial instruments: The fair value of deriva-
sives reflects the estimated amounts we would pay or
receive to terminate the contracts on the reporting date.

Derailed information about the fair value of the

Company’s financial instruments is included in Note 13.

Credit Risk

We are exposed to credit-related losses in the event of non-
performance by counterpartics to financial instruments.
We manage this counterparty risk through diversification
of counterparties and the implementation of counterparry
limits which are mainly based on a counterparty’s external
rating. We exclusively conduct business with major financial
institutions. We do not have significant exposure o any
individual counterparty. This approach is assured by
detailed guidelines for the management of financial risks.

Derivative Financial Instruments

In order to reduce risks resulting from fluctuations in
foreign-currency exchange rates and risks resulting from
future cash flow associated with Stock Appreciation Rights
(STARSs) granted to employees we enter into derivative
financial inscruments. We have esiablished internal guide-
lines thac govern the use of derivative financial instruments.
The following is a summary of vur risk management
stratcgies.




Foreign Exchange Risk Management

As a globally active enterprise, we are subject to risks associ-
ated with fluctuations in foreign currencies with regard to
our ardinary operations. This includes foreign currency-
denominated receivables, payables, debt, and other balance
sheet positions as well as future cash flows resulting from
anticipated transactions including intragroup transactions.

We manage vur Balance Sheet Exposure on a group-
wide basis using primarily foreign exchange forward con-
tracts. Derivative financial instruments used are not usually
designated as accounting hedges.

We are also exposed to risk associated with anticipat-
ed intercompany cash flows in foreign currencies resulting
from intercompany royalty payments. Most of SAP AG’s
subsidiaries have entered into license agreements with SAP
AG pursuant to which cach subsidiary has acquired the
right to sublicense SAP AG software products to customers
within a specific territory, Under these license agreements,
the subsidiaries generally are required ro pay SAP AG a roy-
alty equivalent to a percentage of the software and mainte-
nance lees charged by them to their customers within 30
days following the end of the month in which the subsidiary
recognizes the revenue. These intercompany royalties
pavable to SAY AG are mostly denominated in the respective
subsidiary's local currency in order o centralize foreign
currency risk with SAP AG in Germany. Because these
royalties are denominated in the various subsidiaries local
currencies, whereas the functional currency of SAP AG s
the curo, SAP AG's anticipated cash flows are subject to
foreign exchange risks.

We encer into derivative instruments, primarily
fureign exchange forward contracts and currency options,
1o hedge anticipated cash flows in foreign currencies from
foreign subsidiaries. Specifically, these foreign exchange
forward contracts offset anticipated cash flows and existing
intercompany reccivables relating to the countries with sig-
nificant operations, including the United States, the United
Kingdom, Japan, Switzerland, Canada. and Brazil. We use
foreign exchange derivatives thar generally have maturicies
of 12 months or tess, which may be rolled over (o provide
continuing coverage until the applicable royalties are
received,
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We believe that the vse of foreign currency dernvative
financial insiruments reduces the aforementioned risks that
arise from doing business in international markets. We hold
such instruments for purposes other than trading.

Foreign exchange derivatives are recorded at fair
value in the Consolidated Balance Sheets. Gains or losses on
derivatives designated and qualifying as cash flow hedges
are included in Accumulated other comprehensive income,
net of tax.

When intercompany accounts receivable resulting
from software and maintenance related royalties are record-
ed, the applicable gain or Joss is reclassified to Other non-
operating incomefexpense, net, Going forward, any addi-
tivnal gains or fosses relating to that derivative are posted to
Other non-operating income/expense, net until the posi-
tion is closed or the derivative expires.

For the years ended December 31, 2006, 2005, and
2004, no gains or losses were reclassified from Accumulated
other comprehensive income and included in earnings as
a resubt of the discontinuance of foreign currency cash Mow
hedges because it was probable thar the original forecasted
transaction would not occur. [cis estimated thar €10,583
thousand of the net gains included in Accumulated other
comprehensive income at December 31, 2006, will be
reclassified into earnings during fiscal year 2007, All foreign
exchange derivatives held as of Decerber 31, 2106, have
matueities ol 12 months or less.

Foreign exchange derivatives entered into by us w
offset exposure to anticipated cash flows that do not mect
the requircments for applying hedge accounting are marked
to market at each reporting period with unrealized gains
and losses recognized in earnings.
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STAR Hedge

We hedge anticipated cash flow exposures associated with
unrecognized non-vested STARs (see Note 29) through the
purchase of derivative instruments from independent
financial institurions.

As of December 31, 2006, and 2005, the following
derivative instruments were designated as 2 hedge for the
STAR 2006, 2003, and 2004, respectively. The figures for 2005
are adjusted for the effect of issue of bonus shares at a 1-t0-3
rativ to be comparable to these years' figures:

2008 Hedge of 2005 Hrdge of
12.0 million 2008 STARs 15.2 millian 2005 STARs

Strika Strike

Buy/seall Options prica Buy/ssll Options price
Buy 12,000,000 42.12| |Buy 15.200.000 30,47
Sell 6,000,000 54.62 Sall 7.600.000 4297
Sell 3.000.000 67.12 Sell 3,800,000 55.47

Fair vatus 8s of Dec. 31, 2008: Fair value as of Dec. 31, 2005:
in €(000): 20,479 in €(000): 107.358

2006 Hedge of 2008 Hadge of
15.2 million 2005 STARs 12.0 million 2004 STARs

Strike Strike
Buy/sell Options price Buy/usll Options price
Buy 15,200,000 30.47| |Buy 12,000,000 33.59
Sall 7,800.000 4297) |Sel 6,000,000 46.09
Sell 3,800,000 5547} |sel 3,000,000 58.59

Fair value as of Doc. 31, 2006: Fair valuo as of Dec. 31, 2005:
in €(000): 132,334 in €(000); 22.453

2008 Hedge of | {2005 Hedgo of
12.0 million 2004 STARs 8.0 million 2003 STARs

Striks Sirika
Buy/ssll Options prica Buy/sell Options price
Buy 12.000.000 33.59| |Buy 8.000.000 2123
Sell 6,000,000 46.09] |Sel 4,000.000 3113
Seli 3.000.000 58.59| |Sell 2.000.000 46.23

Fair value as of Dec. 31, 2005:
in €(000): 39,302

Foir value as of Dec. 31, 2008:
in €(000): 18,073

The terms of the derivative financial instruments are
designed to reflect the eight measurement dates and
weighting factors applicable to the STAR program, as
described in Note 29. The amount of options, which expire
at each measurement dare, reflect the respective weighting
factor af that date. Payment dates reflect payment terms of
the STAR program, which is subject to the respective hedge.
Viewed together, we will receive from the financial instiru-
tion t00% of the first €12.50 in appreciation of our stock
price above the strike price of the STAR, 30% of the next
€12.50in appreciation of our stock price above the strike
price of the STAR, and 25% of any additional appreciation
of our stack price above the strike price of the STAR.

The terms of these derivative financial instruments require
cash sertlement, and there are no seaillement alternatives.
These derivative financial instruments are accounted for as
Other assets on our Consolidared Balance Sheers,

Beginning with the adoprion of SFAS 123R at the
beginning of 2006, we assess hedge effectiveness based on
changes in the fair value of the STAR hedge instrument for
all new grants. The change in fair value ateributabte to
the non vested portion is recorded in Other comprehensive
income with the resuldng deferred tax liability recorded
separately. The amount in Other comprehensive income is
used o offser compensation expense on the STAR recog-
nized over the vesting period.

As of Decemnber 31, 2006, a net gain of €7 million
(2005: a nex loss of €66 million; 2004: a net loss of €15 million}
have been recorded in Financial income. Compensation
expense on STAR has been reduced by €72 million (2005: €59
million; 2004: €22 million); Other comprehensive income
decreased by €48 million (2005: increased by €43 million;
2004: decreased by €15 million), net of tax. See Note 23 for
additional information.

For the years ended December 31, 2006, and 2005, no
gains or losses were reclassified from Accumulated other
comprehensive income as a result of the discontinuance of
STAR hedges because it was probable that the original fore-
casted transaction would not occur. We estimate that
€9,016 thousand of net gains included in Accumulated other
comprehensive income at December 31, 2006, will be reclas-
sificd into earnings during the next year.




{29) STOCK-BASED COMPENSATION PLANS

Total compensation expense recorded in connection with
stock-based compensation plans for the year 2006 amounts
to €99 million (2605: €45 million; 2004: €37 million). The
total income 1ax benefit recognized in the income state-
ment for stock-based compensation plans was €13 mitlion in
2006 (2003: €14 million; 2004: €14 miltion). We did not capi-
ralize any stock-based compensation cost as part of invento-
ry or fixed assets. Compensation expense in connection
with stock-based compensation plans recorded for 2006 are
not comparable to compensation expense in connection
with stock-based compensacion plans recorded in prior years
due to the adoption of the fair value recognition provisions
of SFAS 123R using the modified-prospective transition
method (see Note 3 for more information).

Employee Discounted Stock Purchase: Programs

The Company acquires SAP AG common shares under
various employee stock purchase plans and wransfers the
shares to employecs. Starting January 1, 2006, we recorded
the discounts provided to employees through such plans

as compensation expense. Generally the discounts provided
10 employees do not exceed 15%.

Stock Appreciation Rights (STAR) Plans

In March 2006 as well as in February 2005 and 2004, we granc-
ed approximaitely 14.1 million (2005: 19.0 million; 2004:

14.1 millivn} stock appreciarion rights (“2006 STARs”, “2005
STARs", and “2004 STARs" respectively) to selected employ-
ces who are not participants in che LTI 2000 Plan or SAP S0P
2002. The 2006, 2005, and 2004 STAR grant vatues of €42.12,
€30.47, and €33.59, respectively, are based vpon the average
fair market value of one common shate over the 20 business
days commencing the day after the announcement of the
Company’s preliminary results for the preceding fiscal year.
The number of STARs granted and the grane values shown
above are adjusted figures as if the issuance of bonus shares
ar a 1-r0-3 ratio under a capital increase from corporate
funds described in Note 23 were effective when such STARs
were granted. The valuarion of the STARs is calculated
quarterly, over a period of two years, Each quarrerly
valuation is weighted as follows in determining che final
valuation:

Weighting factor, quarter ended

March June Sep. Dec.| Morch June Sep. Dec.
3 30 30 N K1l k0] 30 N

5% 5% 10% 20% 0% W% 10% 0%
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The valuations for the quarterly periods ending Decem-
ber 31, are based on the amount by which the grant price is
cxceeded by the average fair market value of one common
share as quoted on Xetra, the trading system of the Frank-
furi Stock Exchange, over the 20 consecutive business days
commencing on the day after the announcement of the
Company’s preliminary annual results. The other quarcerly
vatuations are based on the amount by which the grant
price is exceeded by the average fair market value of one
commwon share qUUfﬂd on Xetra over the five consccutive
business days commencing on the day afier the announce-
ment of the Company's quarterly results. Because cach
quarterly valuation is measured independently, itis un-
affected by any other quarterly valuation.

The cash payout value of each STAR is calculated
quarterly as follows: (i) 100% of the first €12.50 value appre-
ciation for such quarter; (i) 50% of the next €12.50 valuc
appreciation; and (iii) 25% of any additional valuc apprecia-
tivn. Participants will receive payments with respect to
the 2006 STARs as follows: 50% each on both March 31, 2008,
and January 31, 2009. Under the terms of the 2005 STAR
program, participants were scheduled to receive an initial
payment of 50% on March 31, 2007, and a sccond installment
on January 31, 2008, Participants will receive STAR payments
provided that, subject to certain exceptions, they are still
employees of the Company on the payment dates.

As our STAR plans are settled in cash rather chan
by issuing cquity insceuments a liability is recorded for such
plans, based on the current fair value of the STARs au the
reporting date. The fair values of the derivatives are based
on valuations performed by our counterparty banks with
whom we hold the derivatives and therefore reflect current
market expectations. The fair values of the STARs are the
same as the fair values of the derivatives that are entered
into to hedge the compensation expense for the STARs
because the terms of the STARs and the derivatives are the
same, Compensation expense —including effects of the
changes in the fair value of the STAR ~ is accrued over the
period the employee performs the related service (“vesting
period™).

As of December 31, 2006, 2 STAR provision in the
amount of €133 million (2005: €122 million) is included in
provisions in the consolidated balance sheets (see Note 21b).
The relawed STAR expense was affected by the effects of
the STAR hedge —as described in Note 29 — and therefore
totaled €28 million (2005: €21 million; 2004: €38 million).
The STAR provision as of December 31, 2006, and the related
STAR expensc result from che 2006, 2005, and 2004 STAR
prngmm.
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In 2006, we paid €63 million to employees related to
STAR 2003 and €19 million related 1 STAR 2004.

The amount of unrecognized compensation cost
related (o nonvested share-based payment arrangements
granted under the STAR plans is dependent on the final
intrinsic value of the rights. As the amount is dependent on
future stock price development, this amount can not be
predicted. The final payout amount will be recognized over
a period of 2.1 years tor STAR 2006, 1.1 years for STAR 2005,
and 0.1 years for STAR 2004,

Incentive Plan 2010

In March 2006, the Company granted 690 thousand stock
appreciation rights (“rights™} to the Executive Board mem-
bers under the Incentive Plan 2010. The plan provides for a
maximum payout of approximately €10 million, provided
that the marker capitalization of SAl* AG doubles until
December 31, 2010. The rights issued to Executive Board
members under this Plan will automarically be exercised in
case the conditions for exercise are met. The grant value

of the rights is €44,794,067.259, calculated as €144.60 (average
Xertra closing price of the SAP share in the period July 1
through December 31, 2003, prior to capital increase as imple-
mented on December 21, 2006) times 309,779,165 shares
(number of issued shares minus the treasury shares on
December 31, 2005, prior to capital increase as implemented
on December 21, 2006).

The exercise value of the rights witl be calculated by
multiplying the average closing price of one SAP share in
the Xetra trading system in the measurement period (July
through December 31 of each year) by che average number
of outstanding SAP AG shares minus the average number of
treasury shares in the measurement period of that year.
The exercise value will be catculated annually within the
first month after the end of cach measurement peried,
beginning in 2006 and ending with 2010,

The rights will only be excrcised if the SAP share
outperforms the Goldman Sachs Software Index during the
period between che issue of the rights and December 31,
20144, or December 31 of the year with the last measurement
period if the rights are exercised before. Further to be exer-
cisable in 2006 vill 2009 the exercise value must not be less
than 200% of the grant value,

The rights are not exercisable if exercise would result
in a windfall profit, The decision whether the exercise
results in a windfall profit will be made by the Supervisory
Board's compensation committee on its sole discretion.

If the excrcise value is 200% {or more} of the grant
value, the payout value per right will be €144.60.

If the increase between the grant value and the
exercise value is less, the payout per righe will be calculated
progressively using the following ranges:

Increase Caiculation Mazimum

in market of payout per payout as % of Maximum
capitalizetion % point increass grant value | payout per right
% % €
Oto 50 0.00 0 0.00
> 50 w0 80 0.67 20 28.92
> &0 to 90 3.00 30 43.38
> 80 to 99.99 5.00 50 12.30
Total 100 144.60

In case of an exercise participants will receive the payments
12 months after the compensarion committee has deter-
mined the exercise value.

As the Incentive lan 2010 is settled in cash rather
than by issuing equity inscruments a liability is recorded for
the rights granted based on the current fair value of the
rights at the reporting date. Compensation expense —
including effects of the changes in the fair value of the
rights — is accrued over the period the participants are
expected to perform the related service (“vesting period™).

The fair value of the rights is estimated using a
Mente-Carto model. The fair value as of December, 31, was
calculated using the following assumptions:

%X

Rigk-free interast rate 3.85t0 3.91
(depending

on maturity)

Expected volatility 234
Expected dividend ratio 118

As of December 31, 2006, the provision for rights granted
under the Incentive Plan 2010 amounted 1o €2 million.

The amount of unrecognized compensation cost
related o nonvested rights granted under the Incentive
Plan 2010 depends on the final intrinsic value of the rights.
As the amount depends on the future stock price and other
factors which can not be influenced by us, this amount can
not be predicted. The final payout will be recognized over
a period of up w four years.




Stock Option Plan 2002

At the 2002 Annual General Meeting of Shareholders,

the SAP AG shareholders approved the SAP SOP 2002. The
SAP SOP 2002, which provides for the issuance of stock
options 1o the members of the SAF AG Executive Board,
members of subsidiaries’ Exccutive Boards, as well as to
eligible executives and other top performers of SAP AG and
its subsidiaries, was designed to replace the LT12000 Plan,
described below. Under the SAP SOP 2002, the Execurive
Board is authurized to issuc, on or before April 30, 2007, up
to 19,015,415 stock options.

Each stock option granted under the SAP SOP 2002
entitles its bolder 1o subscribe to four shares of the Compa-
ny, against the payment of an exercise price, which is com-
posed of a base price and a premium of 10% thereon. The
base price is the average macket price of our share on the
Frankfurr Stock Exchange during che five trading days
preceding the issue of the respective stock option, calculated
on the basis of the arithmetic mean of the closing auction
prices of our sharc in the Netra trading system. Thesc
provisions notwithstanding, the exercise price should not be
less than the closing auction price on the day before the
issuc date. The term of the siock options is five years. Sub-
scription rights cannot be exercised until a vesting period
has efapsed. The vesting period of an aprion holder’s sub-
scription rights ends two years after the issue date of that
holder’s options.

For uptions granted to members of the Executive
Board in and fromy February 2004, the SAP SOP 2002 plan
conditions provide for a potential limitation on the sub-
scription rights to the extent that the Supervisory Board
determines thac, by exercising the rights, the option holder
would make a profit that would be characterized as a wind-
fall by, combined with the profit from earlier exercises of
subscription rights issued to the option holder ar the same
issuing date, exceeding twice the product of (i) the number
of subscription rights received by the option holder and (i)
the exercise price. Such profitis determined as the total of
the differences, calculated individually for each exercised
subscription right, between the closing price of the share on
the exercise day and the excrcise price. SAT AG undertakes
to pay back to the option holders any expenses they may
incur chrough fees, 1axes, or deductions refared to the limit
on achicvable income. The subscription rights shall only
be timited if the Supervisory Board determines chat the
windfall results from significant extraordinary, unfore-
seeable developments for which the Executive Board is not
responsible.

Notes to Consolidated Financial Statements 173

The fair value of the options granted under the
SOP 2002 plan was estimated as of the date of grant using the
Black-Scholes option-pricing model. For options granted
from 2003 through 2006 we used 3.3 years as an expected life
of the options. This assumption was made in accordance
with the guidance in Staff Accounting Bulletin No. 107
(“SAB 107"}, According to the so called “simplified™ method
itis appropriate 1o use the middle of the vesting term and
the original contractual term as an estimate for the expected
life of the vptions if no reliable historical data is available,
Before the guidance in SAB 107 was released we used an
expected life of 2.5 years for the options granted from 2002
to 2004, Expecred volatilities are based on implied volatilities
from traded options on our stock for options granted in
2006 and 2005 and based on historical dara for options
granted from 2002 to 2004,

The fair values of the Company's stock-based awards
granted under SAP SOP 2002 were calculated using the
following assumptions:

2008 2005 2004
Expected life 35years] 35years; 2.5years
Risk-frea interest rote 3.10% 2.82% 2.65%
Expecied volatility 24% 24% 57%
Expectad dividend ratio 0.87% 0.65% 0.45%
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During fiscal year 2006, the following activity occurred
under Stuck Option #lan 2002:

Waighted Waighted

Numbar wvarage average
of options exgrcise prico remaining Aggregata
outstanding per option | contractual term intringic valus
(000} € years €(000})

12/31/2005 6,869 127.02

Groanted 1.841 185.93 - -
Exorcised - 900 114,23 - -
Forleited or expired - 164 152,77 - -
12/31/2008 7.446 142,57 23 181,846
Fully vested options as of December 31, 2008 2.905 123.95 .7 107,763

The weighted-average grant-date fair value of share options
granted during the years 2006, 2003, and 2004 was €26.47,
€20,08, and €43,61, respectively. The total intrinsic value of
options exercised during the years ended December 31, 2006,
2005, and 2004 was €27 million, €23 million, and €0 miliion,
respectively.

A summary of the status of our nonvested oprions as
of December 31, 2006, and changes during the year ended
December 31, 2006, is presented below:

Waighted
sverage
Number of | gront-date
options fair value

€(000} €
Norvested at January 1, 2008 4,846 29.81
Granted 1,842 26.47
Vasted - 2,000 43,61
Forfeited - 147 23.24
Nonvested st Decembar 31, 2006 4,541 22,59

As of December 31, 2008, there was €29 million of wotal
unrecognized cost related to nonvested oprions granted
under the Stock Option Plan 2002, Thar cost is expected 1o
be recognized over a peried of one year.

Lang Term Incentive 2000 Plan

On January 18, 2000, SAP AG's shareholders approved the
LT12000 Plan. The LTI 2000 Plan is a stock-based compensa-
tion program providing members of the SAP AG Executive
Board, metmbers of subsidiaries’ executive boards and selected
employees a choice between convertible bonds, stock
options, or a 50% mixture of cach. If stock options are cho-
sen, the participant receives 25% more stock options than
convertible bonds. Under the LT12000 Plan, each convertible
bond having a €1 nominal value may be converted into four
common share over a maximum of 10 years subject to
service vesting requirements. The conversion price is equal
to the market price of a common share as quoted on the
Xetra trading system the day immediately preceding the
grant. Each stock option may be exercised in exchange for
one common share over 3 masimum of 10 years subject to
the same vesting requirements, The exercise price varies
based upon the outperformance of the commeon share price
appreciation versus the appreciation of the Goldman Sachs
Software Index from the day immediately preceding grant
to the day on which the exercise price is being determined.
Both the convertible bonds and stock oprions vest as follows:
33% after two years from dawe of grant, 33% after three years,
and 34% after four years. Forfeited convertible bonds or
stock options are disqualified and may not be reissued.




Ja woal, 12,305,271 conversion and subscription rights
have been issued under the LTI 2000 Plan through March 1,
2002. At the 2002 Annual General Meeting of Shareholders,
the Company’s sharcholders revoked the authorization to
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issue further convertible bonds and stock options under the
LT1 2000 Plan.

A summary of the LT1 2000 Plan activity for both
convertible bonds and stock options is as follows:

Weightad Waighted
Number avarage average
of options exorcise price remalning Aggregate
outstanding per option | contractual term Intrinsic valva
{000) € years €000}
Stock options
12/31/2008 1,467 107.44
Granted - -
Exercised - 435 108.00
Forfeited - 22 105.04
12/31/2008 1,010 106.15 47 55.485.24
Convertible bonds
1273172005 6,925 200.34
Granted - -
Exercised - 334 151.54
Forfeited - 180 149,83
12/31/2006 G4 202.20 4.2 21,569.64

Al convertible bonds and stock options outstanding as of
December, 31, 2006, are exercisable.

In 2006, we recorded compensation expenses for the
LTI 2000 Phan in the amount of €11 million based on the fair
value recognition provisions of SFAS 123R. Compensation
expense recorded in prior years are not comparable as they
were recorded based on the intrinsic-value-based method
according to APB 25 (sce Nore 3). In 2005, we recorded
compensation expenses for the LTI 2000 Plan in the amount
of 21 million. Due 1o the development of our common
share price appreciation versus the appreciation of the
Goldman Sachs Softwate Index in 2004, the Company
recorded a €1 million gain in connection with its LT12000
Plan for 2004.

The total intrinsic value of stock options exercised
during the years ended December 31, 2006, 2005, and 2004
was €46 million, €78 million, and €23 million, respectively.
The total intrinsic value of convertible bonds exercised
during the years ended December 31, 2006, 2003, and 2004
was £6 mitlion, €0 million, and €0 million, respectively
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SEGMENT AND GEOGRAPHIC INFORMATION

SFAS 131, Disclosures About Segments of an Enterprise and Related
Disclosures (*SFAS 131™) requires financial information about
operating segments 1o be reported an the basis that is used
internally for evaluating segment performance and deciding
how to allocate resources 1o segments.

Qur internal reporting system produces reporis in
which business activities are presented in a variety of ways.
Based on these reports, the Executive Board, which has been
identified as our chief operating decision-maker according
to the criteria of SFAS 131, evaluates business activities in
a number of different ways. Neither the line of business nor
the geographic structure can be ilentified as primary, and
consequently the line of business structure is regarded as
constituting the operating segments. We have three
reportable operating segments: Product, Consulting, and
Training.

The Product segment is primarily engaged in
marketing and licensing our sofiware products, performing
software development services, and performing mainte-
nance services. Maintenance services include technical
suppuort for our products, assistance in resolving problems,
providing user documentation, updates and other support
for software products, new versions, and support packages.

The Consulting segment assists customers in the
implementation of our software products. Consulting

services also include customer support in project planning,
feasibility studies, analyses, organizational consulting,
system adapiation, system optimization, release change, and
interface setup.

The Training segment provides educational services
on the usc of our software products and related topics for
customers and partners. Training services include tradition-
al classroom training at our training facilities, cuscomer
and partner-specific training, end-user training, as well as
e-learning,

Accounting policies for each segment are the same as
thase described in the summary of significant accounting
policies as disclosed in Note 3, except for differences in the
currency translation and stock-hased compensation ex-
penses. Under the management approach, certain deferred
compensation charges for settlements of stock-based com-
pensation plans are also considered stock-based compensa-
tion. Differences in the foreign currency translations resule
in minor deviations between the amounts reporied inter-
nally and the amounts reported in the financial statements.

OCurma nagemcn v rcpm'ling system I'EPOI'[S our
internal sales and transfers, which are based on fully-loaded
cost races as cost reduction and does not track them as
internal revenues.

Segment revenue and contribution are as follows:

Product Consulting Training Total
€(000} €(000) €(000) €(000)
2000
External revenus 6,652,370 2.300.056 440,257 9,392,683
Depreciation and amortization - 83.542 -23.078 - 6,558 - 113,178
Cther segment expenses - 2544117 - 1,679,488 - 266.1684 - 4,490,369
Segmant contribution 4.024.111 597,480 167,535 4,789,136
Segment profitability 60.5% 26.0% 3B.1%
2005
External revenue 6,044,338 2,078,001 380,209 8.502.638
Depreciation ard smartlzetion - 81,723 ~ 24,055 - 1.054 ~ 112,832
Other segment expenses - 2370747 - 1,594,979 - 240,814 - 4,206,840
Segment contribution 3,501,888 459,057 132,241 4,183,188
Segment profitability 59.4% 22.4% 34.9%
2004
External revenue 5,202,841 1,910,292 306,591 1.509.824
Depraciation and amortization - 84,166 - 24,885 - 8.047 - 117,098
Other segment expanses -1.973.933 - 1,450,108 - 200,954 - 3,633,995
Segment contribution 3,234,842 426,260 57.580 3,758
Segment profitabitity 81.1% 22.3% 31.8%




Revenueas
External revenues for segment reporting purposes are not
classified in the same manner as revenue reported in the
Consolidated Statements of Income. The differences are due
10 the fact’dhat for internal reporting purposes, revenue is
generally allocated o the segment that is responsible for the
related transaction, whereas in che Consolidated Statemenis
of Income revenue is allocared based on the nature of the
transaction regardless of the segment it was provided by.
The following table presents a reconciliation of toral
segment revenue fo total consolidated revenue as reported
in the Consolidated Siatements of Income;

2005 2005 2004

€(00C) €{000) €(000)

Totel revenue for repartable

segments 9.392.6683| B8502638| 7.509.824
Other external revenues 9,033 10,349 4474
Other differences 407 - 558 195

Total consolidated revenus 9.402,123| 8,512,420 7,514,493

Qther external revenues result from services provided from
outside the reportable segments. Othez differences primarily
comprise currency transtation differences.

Segmant Contribution

Segment contribution reflects only expenses directly attrib-
utable to the segments, including cost of product, costs of
services, and sales and marketing expenses. They do not rep-
resent actual profits for the operating segments. Costs that
arc not dircetly avtriburable wo the segments such as general
and administrative, cescarch and development, charges for
stock-based compensation and acquisition-related charges,
and other corporate expenses are not allocated to the oper-
ating segments and therefore are notincluded in segment
contribution. Although revenues gencrated from sofiware
development contracts are included in the reportable
segments primarily as software revenues, cost from such
software development contracts are not included in deter-
mining the reportable segments’ profit because our internal
management reporting measures the nperating segmenis’
performance withour aking into account such costs. The
amounts reported above for depreciation and amortization
expense include the amounis charged directly to each
operating segment and the depreciation and amortization
portion of the facility and 1T-related expenses thar we allo-
cate to cash operating segment based on headcount, facility

Notes to Consolidated Financial Statemeants 177

space and other measures. The effect of the change in esti-
mate on the atlowance for doubtful accounts, as described
in Note 7, has been allocated to the product segment, the
consulting scgment, and the training segment in amounts
€30.4 million, £13.1 million, and €1.9 million respectively.

The following table presents a reconciliation of total
segment contribution to Income before income taxes and
minority interests as reported in the Consolidated Srare-
ments of Income:

2008 2005 2004
€{000) €{000} €(000)

Total contribution for reportable

segments 4,789,136 | 4,183,166 | 3,758,731
Contribution from activilies

outside the reportabla segments - 2,082,073 |- 1,773,325 |~ 1,672,252
Acquisition-related charges - 43,090 - 33.664 -30.221
Stock-besed compensotion expenses| - 09.449| - 45042| -38,126
Other differences 810 - 403 249

Opersting income 2,565,394 | 2,330,732] 2,018,381

Other non-operaling income/

expenses. net -12.303 - 25,161 13.274
Finance income/expense, nel 121,708 10,785 40,987
Income before income taxas and '

minority interest 2,674,799 | 2,316,356 i 2,072,642

Contribution from acrivities outside the reportable seg-
ments primarily consists of general and administrative
expenses and rescarch and development expenses (including
cost from software development contracts with one or
maore customers to joindy produce, modify, or customize
suftware of €64,079 thousand (2005: £82,325 thousand; 2004:
£111,966 thousand}). Other differences primarily relate o
currency translation differences.

Segment Profitability
A segment’s profirability is calculaced as the ratio of seg-
ment cantribution to segment external revenues.

Segment Assets

We currently do nort track assets or capital expenditures by
operating segmients in our internal reporting system and
thus such information is not used by the Executive Board
when making decisions about resource allocations.
Goudwill by reportable segment is disclosed in Note 18.
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Geographic Information

The following tables present a summary of operations by

Revenue by sales destination is based upon the
locarion of the customer whereas Revenue by operations

geographic region. reflects the location of our subsidiary responsible for
the sale.

R by sales destination Aevenue by operations
2008 2005 2004 2006 2005 2004
€(000) €(000} €(000) €(000) €(000) €(000)
Germany 1,907,428 1,810,342 1,780,128 2.030.432 1.906.018 1.875.081
RAest of EMEAM 2,994,281 2,702,428 2,443,383 2.959.511 2.670.304 2,411,264
Total EMEA 4,901,700 4,512,771 4,222,511 4,880,043 4,578,322 4,286,375
United States 2,616,923 2,342,508 1,893,746 2,596,586 2,343,468 1.880.247
Rest of Americas 776.336 656.789 530.043 753,108 653.938 513.586
Tota! Americas 3,393,250 2,999.597 2,422.760 3.349.654 2.007.404 2.393.833
Japan 431,253 408,173 387,443 429,118 402,226 385,013
Rest of Asia Pacific Japan 675.802 593,888 479,750 633,368 528,477 449,272
Total Asia Pacific Japan 1,107,155 1,000,061 867,193 1.062,486 938,703 834,285
9.402,723 8,512,429 7,514,493 9,402,123 B,512.429 1.514,493
Income before income tax? Total pasets
2008 2005 2004 2008 2005 2004
€(000) £€(000) €000} €(000) €(000) €(000)
Gemany 2,041,868 2,001,816 1,528,052 3.866,193 4,202,554 3.567.090
Rest of EMEA! 505,915 345,573 335.788 1.556.075 1.368.849 1,376.879
Total EMEA 2,547,192 2,347,389 1,853,820 5.422,263 5.571,503 4,943,069
United States 470,261 417,124 265,344 2.919.074 2,361,033 1.868.887
Rest of Americas 80.808 68,821 21,593 517,900 528,741 288.370
Total Amaricas 551,068 485,945 286,937 3,436,974 2,889,174 2,155.357
Japan 56,364 39,178 38,752 147.735 153,137 151,712
Rest of Asia Pecific Japan 140.664 93,717 82,027 497,857 448,328 334,434
Total Asia Pacific Jopan 197,028 132,893 100.779 B45.802 601,485 496,148
3.205.880 2,966,227 2,251.536 9.504,844 9.062,742 7,585,472
Property, plant, and equipment Capital expanditures
2006 2005 2004 2006 2005 2004
£(000) €{000) €(000) €(000) €(000} €(000)
Germany 858,354 764,175 702.500 205.657 170.358 117,187
Rest of EMEA! 132.804 129,427 128,347 34,248 21.588 27,003
Total EMEA 991,158 £02.602 630,847 230.0035 197,044 144,180
United States 152,356 154,650 132,590 33.653 22,030 11,689
Rest of Americas 9,640 8.531 5.37) 8.741 4,568 3,228
Tota! Americas 161,096 163,181 137.981 40,394 26,598 14,815
Japan 4,147 4,383 5.317 2.240 1.981 1,059
Rest of Asia Pacillc Japan 48.894 33,799 24.898 20.266 14,157 10.924
Total Asla Pacific Japan 53,041 38.182 30.21% 31.508 18,138 12,883
1,208,195 1.094.985 999,083 311,805 240,680 171.988

Y Europe/Mxidle Exst/Afncs.

1 Fgrrns of the unconsoldatsd Stand-slone Fnenciel Statements.
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Employees os of December 31,

Deprociation in full-tima equivalents
2006 2005 2004 2006 2005 2004

€(000) €(000) €(000)
Gemarry 93,866 101,097 109.714 14,214 13.616 12,525
Rest of EMEA" 24,790 24.916 24,862 8.148 7,813 7,133
Total EMEA 118,656 128,013 134,576 22,360 23,79 20,659
United States 20.457 18,001 18,211 8,958 8.019 5.143
Aest of Americas 3.7185 2,798 1,585 2,267 1,934 1,541
Total Americas 24,242 20.79% 20,196 9,225 7.953 6,684
Japan 1.825 2.958 3.7178 1,236 1,264 1.340
Res: of Asia Pacific Japen 10712 7,936 5916 6,534 4,927 3.523
Total Asia Paclfic Japan 12,637 10,894 9.694 1.170 6,191 4383
155,535 157.708 164,466 39,355 35.873 32,205

W Eumpe/Madie Easi/Alres

The majority of research and development costs are

incurred in Germany as SAP AG has title ro the majority of
internatly developed software. As of December 31, 2006,
approximately 51.8% of the rescarch and development per-
sonnel are located in Germany, 11.8% in the rest of EMEA,
10.4% in the United States, 2.6% in the rest of the Americas,
and 23.4% in che Asia Pacific Japan region.
The following table presents toral and sofiware
revenues disaggregated by six industry sectors for the year

ended December 31:

Total r by i try sactors Saftware revenues by industry ssctors

2008 2005 2004 2008 2003 2004

€(000) €(000) €(000) €(000) €(000) €(000)

Process industries 1,996,408 1,765.909 1,489,136 731,300 658,348 489,024
Discrete industries 2,180,824 1.986.113 1.807.871 8.1 838,441 550,444
Consumer industries 1.668.686 1,457,006 1,349,825 538,948 463,504 426,547
Service industries 213441 1,946,026 1.673.901 628,289 552,120 455,054
Financial services 590,881 543,360 519,115 183,516 179.046 187,511
Public services 832,793 814015 694,645 271,066 290,204 242,432
8,402,123 8.512.429 7,514,492 3,071,291 2,782,751 2,381,012

Y Besed on Actut] CUTIDMEr ASTIONMEnt
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(31) BOARD OF DIRECTORS

Executive Board

Prof. Dr. Henning Kagermann

Chicf Executive Officer

Overall responsibility for SAP's strategy and business
development, Global Communications, Global Intellectual
Property. Internal Audit, Top Talent Management

Shai Agassi
Product development and technology,
Industry solutions, I'roduct and industry marketing

Léo Apotheker
Sales, Consulting, Education, Marketing

Dr. Wernar Brandt
Chiel Financial Officer
Finance and Administraton, Shared Services, SAP Ventures

Prof. Dr. Claus E. Heinrich

Labor Relations Director

Global Human Resourees, Quality Management,
Internal IT, SAP Labs

Gerhard Oswatd
Global Service and Support, Cuscom Development,
new dedicated midmarket solution

Dr. Peter Zencke
Research, Application Pladform,
new dedicated midmarker solution

Maombarship on other suparvisory boards and comparable govarning bodies
of enterprises, other thon subsidiaries of the Company, in Germany and
other countries, on December 31, 2008

Supervisory Board, Deutsche Bank AG, Frankfurt am Main,
Germany

Supervisory Board, Miinchener Rickversicherungs-
Gesellschaft AG, Munich, Germany

Supervisory Board, DaimlerChrysler Financial Services AG,
Berlin, Germany (until July 31, 2006)

Supervisory Board, AXA, f'aris, France
Supervisery Board, Ginger Group, Paris, France
(until January 12, 2007)

Supervisory Board, LSG Lufthansa Service Holding AG,
Neu-lsenburg, Germany

Supervisory Board, SupplyOn AG, Hallbergmoos, Germany

1 Mgmbershiprs On Buparvisory boards snd cormgurable governing bodess of subschenay can
b otnained irom tho Compay upon roquast.




Supervisory Board

Prof. Dr. h.c. mult. Hasso Platiner?). 4-5.7)
Chairman of the Supervisory Board

Heiga Classen!h 47

Depury Chairpersan

Chairperson of the Works Council of SAP AG and
SAP Hosting AG & Co. KRG

Pekka Ala-Pietila®

Executive Advisor to the CEQ of Nokia Corporation,
Espoo, Finland (uniil January 31, 2006)

Co-founder and CEQ Blyk Led., London, Great Brirain
(from April 12, 2006)

Willi Burbach!} 4} 5
Developer

Prof. Dr. Wilhelm Haarmann?) 6. 7}

Artorney-at-law, certified public auditor, certified tax advisor
HAARMANN Partnerschafesgesellschaft, Rechsanwiilte,
Steuerberater, Wirtschaftspriifer, Frankfurt am Main,
Germany

Bernhard Koller ' 3}
Manager of idea management

Christiane Kuntz-Mayr')- 5.1
Development archirect

Lars Lamadg)-f)
Project Manager Service & Support

Dr. Gerhard Maiar !} 2).8}
Development project manager

Dr. h.c. Hartmut Mehdorn®
Chairman of the Executive Board, Dewrsche Bahn AG,
Berlin, Germany
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Membership on other supervisory boards and comparable governing bodies
of anterprises other than the Compony, in Germany and other countries on
December 31, 2006

Board of Pirectors, oyry Ple, Vantaa, Finland

(from March 7, 2006}

Board of Directors, CYON Group Limited (UK), London,
Grear Britain (from March 28, 2006)

Board of Directors, CVON Group (UK), Londen,

Great Britain (from March 28,2006)

Board of Directors, CVON Innovations Limited (LK),
Loendon, Greart Brirain {from July 10, 2006)

Board of Directors, Blyk Services Oy (Finland), Helsinki,
Fintand (from May 12, 2006)

Supervisory Board, Aarcon AG (formerly Depfa IT Services),
Mainz, Germany

Supervisory Board, Vodafone Deutschland GmbH,
Diisseldorf, Germany

Supervisory Board, DB Netz AG, Frankfurr am Main,
Germany

Supervisory Board, DEVK Deutsche Eisenbahn
Versicherung

Lebensversicherungsverein 2.G., Cologne, Germany
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Prof. Dr. Dr. h.c. mult. August-Wilketm Scheers! &
Professor at Saarland University, Saarbriicken, Germany

Dr. Barbara Schennerlein 7
Principal consultant

Dr. Erhard Schipporeit¥

Former member of the Executive Board, E.ON AG,
Diisseldor(, Germany

Management Consultant

Stefan Schulz"- 3. 5
Development 'roject Manager

Dr. Dieter Spiri”
Head of Corporate Representation Federal Affairs,
DaimlerChrysler AG, Berlin, Germany

Supervisory Board, DEVK Deutsche Eisenbahn
Versicherung

Sach- und HUK-Versicherungsverein a.G., Cologne,
Germany

Supervisory Board, Dresdner Bank AG, Frankfurr am Main,
Germany

Supervisory Board, DB Magnetbahn GmbH, Munich,
Germany (from March 27, 2006)

Supervisory Board, IDS Scheer AG, Saarbricken, Germany
Supervisory Board, imc information multimedia
communication AG, Saarbriicken, Germany

Board of Trustees, Hasso-Plattner-Stiftung fiir Sofrware-
systemtechnik, Potsdam, Germany

Supcervisory Board, Saarbriicker Zeitung Verlag und
Druckerei GmbH, Saarbriicken, Germany

Member of the Senate, Fraunhofer-Gesellschaft zur For-
derung der angewandten Forschung e.V., Munich, Germany

Supervisory Board, Commerzbank AG, Frankfurt am Main,
Germany

Supervisory Board, Talanx AG, Hanover, Germany
Supervisory Board, Deutsche Borse AG, Frankfurt am Main,
Germany

Supervisory Board, HDI V.2.G., Hanover, Germany
Supervisory Board, Degussa AG, Dusseldorf, Germany
(until December 31, 2006)

Supcervisory Board, E.ON Ruhrgas AG, Essen, Germany
(until December 31, 2006)

Supervisory Board, E.ON IS GmbH, Hanover, Germany
(unril December 31, 2006)

Supervisory Board, EON Risk Consulting GmbH,
Diisseldosl, Germany (until December 31, 2006)
Supervisary Board, EON Audit Services, Disseldorf,
Germany (until December 31, 2006)

Supervisory Board, E.ON UK ple, Coventry, UK

(untif December 31, 2006)

Supervisory Board, EON US Investment Corp., Delaware,
USA (until December 31, 2006)

Advisory Council, Contraf Nicotex Tobacco GmbH,
Hceilbronn, Germany




Dr. h.c. Klaus Tschira¥
Managing Directar, Klaus Tschira Foundation gGmbH,
Heidelberg, Germany

" Pocted by the smployees.
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The total compensation of the Exceutive Board members
for fiscal year 2006 amounted to €38,004 thousand (2005:
€29,688 thousand). This amount includes €3,57) thousand
(2005: €3,306 thousand) fixed and €12,749 thousand (2005:
€20,520 thousand) performance-related compensation as
well as €4,525 thousand (2005: €5 862 thousand) regular
stock-based compensation, and €17,160 thousand additional
nonrecurring stock-based compensation. The regular
stock-based compensatian corresponds 10 the fair value of
the 170,945 (2005: 291 Y25) stock optiors and the additional
nonrecurring stock-based compensation corresponds to
690,000 STARs, both issued to Exccurtive Board members
during the year.

Subject to the adoption of the dividend resolution by
the shareholders at the Annual General Meeting of Share-
holders on May 10, 2007, the total annual compensation of
the Supervisory Board members amounted to €1,820
thousand (2(05: €879.2 thousand). This amount includes
€650 thousand (2008 €439.6 thousand) fixed, €1,100 thou-
sand (20035: €439.6 thousand) variable compensation, and
€70 thousand (2005: €0 thousand) committee remuneration.
The Supervisory Board members do not receive any stock-
based compensation for cheir services. As far as members
who are employee represencarives on the Supervisory Board
receive stock-based compensation, such compensation is

(32) RELATED PARTY TRANSACTIONS

Certain Executive Board and Supervisory Board members of
SAP AG currently hold or held within the tast year positions
aof significant responsibility with other entities as presented
in Note 31, We have relationships with certain of these
entities in the ordinary course of business, whereby we buy
and sell a wide variety of services and software at prices
believed to be consistent with those negotiated at arm's
length between unrelated pareies.

August-Wilhelm Scheer is the major shareholder and
head of the Supervisory Board of 1DS Scheer AG, a German
sofeware and IT services company. Until early 2004, we
owned a minority stake in 8 Scheer (approximarely 2.5%
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Supervisory Board, SRH Learnlife AG, Heidelberg, Germany
Member of the Senate, Max-Planck-Gesellschalt zur
Forderung der Wissenschaften e.V., Munich, Germany

for their services as emplovees only and unrelated wo their
status as members of the Supervisory Board.

During fiscat year 2006, the pension payments to
former Execucive Board members were €725 thousand (2005:
€474 thousand). The projected benefit obligation as of
December 31, 2006, for former Execurive Board members
was €12,541 thousand (2005: €12,830 thousand).

SAP did not grant any compensation advance or
credit 1o, or enter into any commitment for the benefiv of,
any member of the Executive Board or Supervisory Board
in fiscal year 2006, or in 2003, or 2004,

On December 31, 2006, members of the Executive
Board held a total of 287,384 SAP shares, that is after the
increase in capital (December 31, 2005: 31,346 SAP shares,
corresponding in number to 125,384 post-capital increase
SAP shares), members of the Supervisory Board held a toral
of 262,623,884 SAP shares, that is afier the increase in capital
{December 31, 2005: 70,396,026 SAY shares, corresponding in
number to 281,584,104 post-capital increase SAP shares).

Detailed information on the different elements of
the compensartion as well as to the number of shares owned
by members of the Executive Board and the Supervisory
Board are disclosed in SAP's Compensation Report which is
part of SAP's Review of Operations, SAP’s Annual Report
on Form 20-F and which is available on SAP’s Web site.

of IDS Scheer's shares outstanding as of December 31, 2003).
SAP sold this stake in February 2004. IDS Scheer and SAT
have relationships in the ordinary course of business and at
army's length, whereby 1DS Scheer mainly sells sofiware and
provides services 1o SAP at prices believed to be consistent
with those negotiated ararm’s lengrh,

After his move from SAI”s Executive Board 1o SAP's
Supervisory Board in May 2003, Hasso Plattner entered into
a congrace with SAP AG under which he provides consulting
services for SAP. The contract provides for the reimburse-
ment of out-of-pocket expenses only.
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Hasso Plactner is the sole proprictor of HLI Beteili-
gungs GmbH, which iself holds 90% of Bramasol, Inc.,

Palo Alto, United States. Bramasol is a SAP partner, with
which we generated revenues of €1.5 million in fiscal year
2006 (2005: €2.0 million; 2004: €1.9 million). SAP received
services rom Bramasal worch €0.01 million in 2006 (2005:
€0.06 million; 2004: €0.06 million).

In March 2005, we entered into agreements with
Besitzgesellschaft der Multifunktionsarcna Mannheim mbH
& Co. KG, a company owned by members of the immediawe
family of Dietmar Hopp, pursuant to which a multipurpose
arena in Mannheim, Germany, was named “SAP Arena”
(together with the right 1o use the SAP logo for certain
purposes) and we received the right to use ceriain reserved
seating in the arena and ro hold certain events in the arena.
The fees required to be paid by SAP pursuant to these
agreements are immaterial to SAP

Until January 1, 2006, Wilhelm Haarmann practiced
as a partner of the former law firm Haarmann Hemmelrath
in their Frankfurt offices. Since January 1, 2006, he has prac-
ticed in HAARMANN Partnerschaftsgesellschaftin Frank-
furt. The amount charged to SAP in 2006 for che services of
HAARMARNN Partnerschaftsgesellschaft was €0.07 million.
Haarmann Hemmelrath (HH) was an international group
of advisory firms in the fietds of legal, rax, audir, and
management consultancy services. HH provided valuadion

(33) PRINCIPAL ACCOUNTANT FEES AND SERVICES

In SAP AG's Annual General Meeting of Sharcholders held
on May 9, 2006, SAP's sharcholders appointed KPMG
Deutsche Treuhand-Gesellschaft AG Wirtschafsprifungs-
gesellschaft, Frankfurt am Main/Berlin (KPMG Germany),

| 10 serve as SAP AG's independent auditors for the 2006 fiscal
year, KPMG Germany and other firms in the global KPMG
network billed the following fees to SAP for audit and other
professional services in 2006 and the two previous years:

2008 2005 2004

€000} €{000) €(000)

Audil fees 7,435 5,234 4,328
Audit-related foes 641 1.080 888
Tox fees 57 154 1,198
All other fees 315 196 38
6,508 6,674 5,452

services, tax, and legal counsel services for entities of the
SAP Group. The total amouat charged to SAP for those
services in 2005 was €0.3 million and in 2004 €1.6 million.
SAP was informed by HH thart revenues generated with SAP
represented approximately 1% of HH's revenue of the years
2005 and 2004. Addiutonally HH was a customer of SAP.
Amounis paid by HH to SAF for products and services were
€3 thousand in 2005 and €2 thousand in 2004.

At nu point in the years ended December 31, 2006,
2005, or 2004, did the Company grant loans to any member
of SAP AG's Executive Board and Supervisory Board. During
the years ended December 31, 2006, 2005, and 2004, there
were no significant transactions between the Company and
the major shareholders as ouilined in Note 23,

As discussed in Note 16, we have issued loans to
employeces other than to members of SAP AG's Executive
Board and Supervisory Board with aggregate outstanding
balances of €390.5 million, €48.0 million, and €42.8 million ac
December 31, 2006, 2005, and 2004, respectively. Loans
granted to employees primarily consist of interest-free or
below-market-rate building toans which SAP discounts for
financial reporting purposes based on prevailing marker
rates. SAP has not experienced significant default on loans
to employees. There have been no loans to employees or
executives to assist them in exercising stock options.

“Audit fees” are the aggregace fees billed by KPMG for the
audit of our consolidated annual financial statements as
well as audits of statutory financial statements of SAP AG
and its subsidiaries. “Audit-relared fees” are fees charged by
KI'MG for assurance and refated services that are reasonably
related o the performance of the audit or review of our
financial staternents and are not reported under “Audit
fees.” This category comprises fees billed for accounting
advice on actual or contemplated transactions and other
agreed-upon procedures. “Tax fees” are fees for professional
services rendered by KPMG for rax advice on group restruc-
turing, transfer pricing, and other actual or contemplated
transactions, tax compliance, and employee-related tax
queries. The category “All other fees™ include other support
services, such as training and expert advice on issues un-
related to accounting and tases.

For services provided by KPMG Germany we recorded
in 2006 expenses of €2,853 thousand (2005: €2,450 thousand)
out of which £2,453 thousand (2005: €1,778 thousand) were
for audit services, €27 thousand (2003: €62 thousand) for tax
services, and €373 thousand (2005: €650 thousand) for other

services.




{35)

(349)
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E. OTHER INFORMATION MANDATORY UNDER GERMAN LAW

FINANCIAL REPORTING EXEMPTIONS

Pursuant to HGB, section 264 paragraph 3 or section 264b
the following subsidiaries are exernpt from applying certain
legal requirements o their statutory stand-alone financial
statements including the requirement 1o prepare notes 10
the financial statements and a review of operations, the
requirement of independent audit and the requirement of
public disclosure:

« SAP Deutschland AG & Co. KG, Walldorf

> SAP Hosting AG & Co. KG, St. Leon-Rot

+ Steeb Anwendungssysteme GmbH, Abstaa

GERMAN CODE OF CORPORATE GOVERNANCE

The German federal government published the German
Code of Corporate Governance in February 2002. The Code
contains statutory requirements and a number of recom-
mendations and suggestions, Only the legal requirements
are binding for German companics, With eegard to the rec-
ommendations, the German Stock Corporation Act, section
161, requires chat listed companices publicly state every year
the extent to which they have implemented them. Compa-
nies can deviate from the suggestions without having to
make any public statcments,

= SAP Passau GimbH & Co. KG, Passau

« SAP Projektverwaltungs und Beteiligungs GmbH,
Walldorf

+ SAP Beteiligungsverwaltungs GmbH, Walldorf

+ SAP Erste Beteiligungs- und Vermogensverwaliungs
GmbH, Walldorf

+ SAP Zweite Beteiligungs- und Vermogensverwaliungs
GmbH, Walldorf

+ SAP Driree Bereiligungs- und Vermogensverwaltungs

GmbH, Walldorf

In 2006, 2005, and 2004, the Exccutive Boards and
Supervisory Boards both of SAP AG and SAP’s publicly trad-
ed subsidiary SAP Systems Integration AG (SAP 8I) issued
the required declararions of implementation. These state-
ments are available on the Web sites of SAY and SAP SI
respectively.

{36} SIGNIFICANT DIFFERENCES BETWEEN GEARMAN AND U.S. ACCOUNTING PRINCIPLES

Introduction

Because SAP AG is a German holding corporation that owns
the majority of voting rights in other enterprises, it is gener-
ally obliged to prepare consolidated financial statemenes in
accordance with the accounting regulations set out in the
German Commercial Code (Handelsgesctzbuch — HGB).
The German Commercial Code Implementation Act (Ein-
fihrungsgesetz zum HGB-EGHGB), section 58 paragraph 5
and the German Commercial Code (Handelsgeserzbuch —
HGB), section 252a, offer an exemption from this abligation
if consolidated financial statements are prepared and
published in accordance with an internationally accepred
accounting principle {such as U.S. GAAP or IFRS). To make
use of this exemption, we are required to describe the signifi-
cant differences between the accounting methods applied
and German accounrting methods,

Fundamental Differences

German HGB accounting rules (*German GAAP") and

U.S. GAAP are based on fundamentally different perspec-
tives. While accounting under Geeman GAAP emphasizes
the principle of prudence and creditor protection, providing
all relevant information to investors in order to facilitate
future investment decision-making is a primary emphasis
of U.S. GAAP.

Revenue Recognition

Under German GAAP, payment terms generally have no
impact on revenue recognition. Under SOI’ 97-2, extended
payment terms may indicate that license fees are nou fixed
and determinable and should therefore be recognized as
payments become due.
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Generally, we execute software maintenance agree-
ments in conjunction with our software license agreements,
Maintenance fees are mostly based upon a standard per-
centage of the related software license fee. Under German
GAAD, the expected costs of the maintenance service are
accrued if a free-of-charge service period is provided. S0P
Y7-2 regards both maintenance fees below the standard
percentage and the provision of free maintenance service as
discounts to be considered in recognizing software revenue.
Therefore, the fair markes value of nonstandard mainte-
nance arrangements including free service periods reduces
the related software license revenue and is recognized as
maintenance revenue when such services are provided in
subsequent periods.

STAR Plan

Under German GAAP, the compensation expensce is
recognized over a period beginning with the granting of the
STARs and ending with the measurement date. Under

U.S. GAAP, the expense is recognized over a period begin-
ning with the granting of the STARs and ending with the
payment of the last installment.

LTI 2000 Ptan/SAP SOP 2002

Under German GAAP, we record expense over the vesting
period only to the extent the Company provides shares it
acquired from the market to the participant upon conver-
sion or exercise. The expense amount is based upon the
intrinsic value of awards on the reporting date. No expense
is recorded it the Company issues shares from contingent
capital to the participant. Under U.S. GAAP we expense-
stock options granted under SAP SOP 2002 and LT12000 Plan
and convertible bonds issued under LT12000 over the vesting
period based on their fair value on the grant date.

Goodwill and Intangible Assets

According 1o German GAAP, goodwill and intangible assets
acquired in business combinations are capitalized and sub-
ject to amortization and impairment testing. According te
SFAS 142, good\\'ill and intangible assets with an indefinite
life acquired in business combinations are only subject to
impairment testing but not to amortization.

Marketable Securities

Under German GAAP, marketable debt and equity securitics
are valued at the lower of acquisition cost or market value

at the halance-sheer date. Unrealized losses are included in
earnings. Under U.S. GAAP, markerable debr and equity
securities are categorized as either trading, available-for-sale,
or held-to-maturity. Qur marketable equity securities and
our debt securities are considered to be available-for-sale
and, therefore, are valued under U.S, GAAP at fair market
value as of the balance-sheet date. Unrealized gains and losses
for available-for-sale securitics are reported net of rax in
Accumulated other comprehensive income. A writedown
in the value through a charge to finance expense occursif a
decline in market value is deemed to be other than tempo-
rary, that is, if the fair marker value remains below cost for
an extended period.

Derivative Financial Instruments

Under German GAAP, most derivatives are not recorded on
the balance sheet. Unrealized gains are not recognized;
unrealized losses are accrued. Under SFAS 133, derivatives
are recorded on the balance sheer ac their fair value. Gaing
or losses on derivatives qualifying as cash flow hedges are
reported in Accumulated other comprehensive income net
of cax and are realized in earnings in conjunction with the
gain or loss on the hedged item or transaction.

Treasury Stock

According to German GAAL, treasury stock is considered
a marketable security and is valued at the lower of cost or
market at the balance-sheet date. Unrealized and realized
losses and realized gains are included in earnings. Under
U.S. GAAP, treasury stock is recorded at cost within share-
holder's equity. Changes in value, whether realized or
unrealized, are not recognized.
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{37) SUBSIDIARIES, EQUITY METHOD INVESTMENTS, AND OTHER INVESTMENTS

as of December 31, 2006 Sales Net income/ Number of
ravenues in loss (-) for Equity o9 of | omployoes 23 of
Ownership 2006 2008"| Dec. 3%, 2006%| Daec. 31, 2008
Name and location of company % €(000) €(000) €(000)
1. Subsidiaries
Germany
SAP Devischiand AG 8 Co. KG, Walldarf 100 1,957,142 495,912 986.055 3,263
SAP Systama Integration AG, Dresden)- 5 97 338.765 51013 385,324 1,818
SAP Hosting AG & Co. KG, St. Leon-Rot® 100 12,874 4,452 10,289 226
Steeb Anwendungsaysieme GmbH, Abstatt™ 100 81.628 5,785 12,245 198
SAP Passau GmbH 8 Co. KG, Possau 100 8.558 403 403 0
Virsa Deutschlond GmbH, Walldorf3). 4 100 185 - 138 - 120 0
SAP Beteiligungs GmbH. Walldorf 100 k] 2 38
SAP Projekiverwaltungs und Betedligungs GrbH.
Wabdorf4: 1 100 0 26,902 355,849 0
SAP Drire Beteiligungs- und Vermigensverwaftung GmbH,
Walldorf3h 4.7 100 0 8,802 480,414 0
SAP Portals Europe GmhH, Walldoef*! 100 0 2,22 116,696 o
SAP Beteiligungsverwaltungs GmbH, Walldorf 100 0 22 106 o]
SAP Investment- und Beteiligungs GmbH, Walldorf 100 0 0 35 1]
8SAP Beteiligungs GmbH, Walldorf 100 0 0 26 0
SAP Haosting Beteiligungs GmbH, St. Leon-Rot 100 0 0 28 0
SAP Foreign Haldings GmoH, Walldorf 100 0 0 28 0
SAP Vierte Beteiligungs- und Vermbgensverwaliung
GmbH, Walldorf¥ 100 0 0 25 0
SAP Consutting Betailigungs GmbH, Walldorf 100 -1 26 0
SAP Zweite Beteiligungs- und Vermbgensverwaltung
CmbH. Walldort 100 0 -1 24 0
SAP Portals Holding Beteiligungs GmbH, Walldorf! 100 0 -3 £35.600 0
SAP Erste Beteiligungs- und Vermbégensverwaltung
GmbH, Walldorf 7 100 ] -37 B04.813 0
SAP Retail Sofutions Beteiligungsgesellschaft mbH,
Walldorf 100 0 - 418 15,623 0
Rest of Europe, Middle East, Africa
SAP (UK} Limited, Feltham, Great Britain 100 505,175 64,137 114,949 676
SAP France S.A., Poris, France 100 406,557 26,831 60,445 5713
SAP (Schweiz) AG, Biel, Switzertand 100 380,327 66.622 89.020 562
S.AP. ITALIA Sistemi Applicazioni Prodotti in data
processing S.p.A., Milan, ftaly" 100 250,421 19,172 129,268 404
S.A P Nedarland B.V., "s-Hartogenbosch.
The Netherlands®! 100 248,169 30,765 153,21 a7
SAP Osterreich GmbH, Vienns, Austria 100 167 B4% 13,763 45,778 459
SAP Espaia Sistemas, Aplicaciones y Productos en la
Informética, S.A.. Mad:id, Spain® 100 185,892 16,397 84,563 J42
Limited Liability Company "SAP CIS", Moscow, Russia 100 153.549 21,549 58,933 420
SYSTEMS APPLICATIONS AND PRODUCTS IN DATA
PROCESSING (NV SAP BELGIUM SA), Brussals, Belgium® 100 138,491 6.135 41,969 243
SAP Danmark A/S, Copenhagen, Denmark 100 110.324 13,454 21,818 163
Systems Applications Produtts {Africa) (Pty) Ltd,
Johannesbury, South Alrica 100 103,135 9.232 10,842 284
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as of December 31, 2006 Sales Not income/ Number of
revenues in loss {-} for Equity &3 of | employees as of
Cwnorship 2008" 2006" [ Dac. 31, 2006"| Dec. M1, 20062
Name and location of company % €(000) €(000) €(000)
5aP CR. spol. s.r.0.. Prague, Czeeh Republic 100 95.702 15,460 7.284 186
SAP Svenska Aktiebolag. Stockbolm, Sweden 100 86,738 4,272 12,566 108
SAP Finland Oy, Espoo, Finland 100 72,626 1.937 19.612 85
SAP Norgs AS, Lysaker, Norway 100 58,383 4.156 14,235 94
SAP Portugal - Sistemas, Aplicagbes e Produtos Informati-
cos, Sociedade Unipessosl. Lda., Pago de Arcos. Portugel 100 53,822 4,599 29,331 150
SAP SSC (Ireland) Limited, Dublin, Ireland 100 51,088 1,792 20,492 731
SAP Portals lgrael Lid., Ra‘anana, lsrael! 100 47.429 10,367 22011 n
SAP Hungory Rendszerek, Alkalmazasok és Termékek az
Adatfeldoigozésban Informatikai Kft, Budapest, Hungary 100 44,675 1,252 12,884 370
I SAP Public Services (Pty} Ltd, Johannesburg, South Africa®? 10 43,593 3.852 168,730 42
l SAP Polska Sp. z 0.0., Worsow, Poland 100 43,172 3.381 14,393 133
SAP Labs lereel Lid.. Av'anena, lsraet 100 34,453 515 3.642 334
SAP Slovensko s.r.0.. Bratislova. Slovakia 100 29,330 2,807 11,676 115
SAP Tiirkiye Yazilim Uretim ve Ticaret A.S., Istanbul, Turkey 100 23.491 1.821 5,286 49
SAP HELLAS SYSTEMS APPLICATIONS AND DATA
PROCESSING S.A. Athens, Greece 100 22,294 INa - 848 55
SAP LABS France S5.A.S.. Mouging, France 100 17,593 2,576 1.260 169
SAP Business Services Center Europe 9.r.0.. Prague,
Czech Republic 100 17,128 i 421 248
Limited Liability Company “SAP Ukraine ", Kiev, Ukraine 100 14,123 1.784 6,432 n
SAP Iretand Limited, Dubfin, lreland 100 12,934 an ~ 1,138 19
SAP Slovenia d.o.0., Ljubljana, Slovenia 100 11,840 497 4,323 %
SAP Lebs Bulgaria EQOD, Sofia, Bulgaria 100 11,404 399 1,075 38
SAP d.o.o., Zagreb, Croatin 100 8.904 598 1.046 15
SAP Kazakhstan LLP, Almaty, Kazakhstan 100 6.798 507 1,118 15
SAP Romania SAL, Bucharest, Romanla 100 6419 709 869 24
SAP BULGARIA EOOD. Scofia, Bulgaria® 100 4,768 438 6N ]
SAP Manage Lid, Ra'anana, lsrael 100 2,883 - 409 a3
SAP EMEA inside Sales S.L. Barcelona, Spain 100 2,681 64 67 43
TamorrowNow (UK) Ltd., Fefthom, Great Britain®! 100 2.663 - 894 -2.024 14
SAP West Balkans LL.C, Beigrade, Yugoslaviadt 100 2.581 1.021 1,076 0
Systema Agplications Products Nigeria Limited,
Abuja, Nigeria®! 100 2,048 515 -1.130 4
SAP CYPRUS LTD, Nicosia, Cyprus® 100 1,503 -1 -2.118 2
Tomomowhiow Nederland B.V.. Amsterdam,
The Netherlands 100 1,025 - 364 - 451 7
Virse Systems Limited, Berkshire, Great Britaind. # 100 579 - 247 - 100 0
Khimetrics LTD, London, Great Britain?!. ¢ 100 90 -17 - 16 0
SAP Commercial Services Ltd., Valetta, Malta® 100 0 0 1 0
SAP Malta nvestments Ltd., Valetta, Malta® 100 0 0 ] o
SAP Public Services BEE Investmant Trust {(Pty) Ltd i.L..
Johannesburg, South Africa®! 100 0 0 0 0
Ithingeom (Pty) Lid. Johannesburg, South Africa®! 100 0 204 -13 0
Ambin Properties (Pty) Ltd, Johannasburg, South Africa® 100 0 - 104 - 298
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as of December 31, 2006 Salas Net income/ Numbaer of
revenues in loss {-} for Equity as of | employces as of
Ownership 2008" 2008"| Dec.31. 2006t Dec. 31, 20067
Name and location of company % €(000) €000} €(000}
Americas
SAP America. Inc., Newtown Square, Pennsylvania, LISA 100 2,510,817 244,053 1,386,355 4,362
SAP Labe, LLC, Pato Alto, California, USAY 100 322513 8,424 70.226 1,438
SAP Canada inc., Toronto, Conads 100 304,681 3 134,744 880
SAP Brasil Lida, S¥o Peulo. Broazil 100 214,640 17.085 49,898 581
SAP Public Services, Inc., Washington, D.C., USAY 100 189,590 21,357 226,428 237
$aP Global Marketing Inc.. New York, New York, USA 100 166,036 2,187 13,486 315
SAP México 5.A. de C.V., Maxico City, Mexico 100 140,245 10,709 25,470 300
SAP Andina y del Coribe. C.A,, Caracas, Venzzuela 100 103,805 4,341 17,874 239
SAP ARGENTINA S.A,, Buenos Aires, Argenlina 100 87,356 3,325 14,111 272
SAP Retail, Inc., Scottsdale, Detoweare, USA- 4 100 51,452 16.751 369,390 294
SAP Governance Risk & Compliance, Inc., Fremont.
Catifornia, USA 4 100 42,793 9,588 308.959 137
SAP International, Inc., Miami, Florida. USAY 100 26,504 1.164 5.729 49
TomorrowNow, Inc.. Brysn, Texas, USAY 100 10,585 - 6.107 369 118
Triversity Corporation, Bristol, Pennsytvania, LJSA% 100 8.351 1,577 5.828 0
SAP Governmeni Support and Serviges, Inc.,
Newtown Square, Peansybvania, USA% 100 3.534 - 308 - 882 20
Frictionless Commerce, Inc., Cambridge, Massachusetts.
usa 4 100 24872 - 3.297 34,489 0
SAP Georgia LLC, Newtown Square, Pennsylvania, USAY 100 615 492 11221 [+]
SAP Properties, Inc., Newiown Square, Penasyivania, USAY 100 365 -22% 5572 0
Khimetrics Canada, Inc., Montreal, Canada® 100 59 3 4 0
SAP Financial Inc., Teronto, Canada® 100 30,819 36,669 0
SAP Invesiments, Inc., Wilmington, Delawara USA*! 100 22,860 564,843 0
110405, Inc,, Palo Alto, Catifornia, USA 100 [¢] 15,862 0
Frictionlass Foreign Holding Company, Cambridge.
Massachusettg, USAY 100 0 0 0 0
Asla Pacific Japen
SAP JAPAN Co.. Lid., Tokyo, Japan 100 447,999 32.468 182,819 1,239
SAP Austrella Pty Limiled, Sydney. Australia 100 203,086 16.672 66,905 415
SAP INDIA SYSTEMS, APPLICATIONS AND PRODUCTS
IN DATA PROCESSING PRIVATE LIMITED,
Bangalore, Ingis 100 128,321 34,116 84,723 805
SAP (Baijing) Softwere System Co., Ltd., Beijing, China 100 121,564 18.026 34,311 1,265
SAP Asia Pte Lid, Singapore 100 97.416 4,719 8.33% 410
SAP Labs India Private Umiled. Bangalore. Iniia 100 86,047 3,490 11,984 3.250
SAP Korea Lid., Secul, Korea 100 81.990 B.578 14,238 180
SAP MALAYSIA SDN BHD, Kuala Lumpur, Malaysia 100 35.218 3.804 13,554 131
SAP TAIWAN CO., LTD., Teipeih, Taiwen 100 23.644 3.095 14,308 50
SAP New Zeslond Limited, Auckland, New Zealand 100 22.826 3.151 13.564 38
SAP HONG KONG CO, LIMITED, Hong Kong. China 100 21,045 2,453 7.224 50
SAP SYSTEMS, APPLICATIONS AND PRODUCTS IN
DATA PROCESSING (THAILAND) LTD., Bangkok, Thalland 100 19,477 2,896 19,841 3?2
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as of December 31, 2006 Sales Net income/ Number of
revenues in loss () for Equity as of | employees 8s of
Ownership 200" 2006 | Dec.31, 2008 | Dec. 31, 20087
Name and location of company % €(000) €(000) €000)
PT SAP Indonesia, Jakarta, Indonesia 100 10,242 1,932 12,307 37
SAP PHILIPPINES. INC., Makati, Philippines 100 9,633 1,677 5,912 2%
TIM System Inc., Seoul, Korea* 106G 283 73 16,484 32
TomorrowNow Singapore Pte Ltd., Singapore® 100 858 - 838 - 1,142 13
TomorrowNow Australia Pty Lid, Sydney, Austratia®! 100 514 -97 -498
Virsa Systems Privata Limitad, Chandigarh, india> 4 100 175 ~ 150 - 113 0
Virsa Systems Australia Pty |.td, Varity Lakes,
Australia®: ¢ 100 9 214 k1)
SAPMarkets Asta Pacific Solutions Pte Lid, Singapore 100 0 190 - 1,148
Triversily Asia/Pacific PTY Limited i.L.. Sydney.
Australia®! 100 0 ]
SAP INDIA (HOLDING) PTE LTD, Singapore 100 -12 273
Il. Equity Maethod Investmants
Global Virtual Markatplace GmbH i.L., Munich, Germany 50 ] 46 - 750 1]
Pandesic LLC i L., Newlown Square, Pennsylvania, USA! 50 o o 4]
Procurement Negécios Eletrdnicos S/A, Rio de Janeiro,
Brazil? 17 10,755 127 162 [}
ArisGlobat Holdings. LLC. Stamford, Connecticut, USAY) ¢ 16 22,647 1.984 B8.982 515
Greater Pacific Capital {Cayman), L., Gaorge Town,
Cayman Islands? 6 no data available
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Name and location of compeny
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ILi. Othar Investmants (cwnership 5 or more percent)

Abaco Mobile, Inc.. Alpharetta, Georgia, USA

Apriso Corporation, Long Beach, Califoria, USA

Awvokia, Inc., Toronto. Cenada

Dacos Software GmbH, Saarbrilcken, Germarty

Datria Systems. Inc.. Englewood, Colorado, LSA

Deutsches Forschungszentrum filr Kinstliche Intelligenz GmbH, Kaigerslautern. Germany

Factory Logic, Inc., Austin. Texas, USA

Grou DataStorege AG, Schwibisch Gmiind, Germany

HUBWOO,.com SA, Parig, France

Human Resourca Management & Consulting Co., Ltd.. Tekyo. Japan

lgnite Technologies, Inc., Frisco, Texas, USA

iTAC Software AG, Dernbach, Germany

Metallect Corp., Plana, Texas, USA

MVP Strategic Partnership Fund GmbH & Co. KG. Munich, Germany

Orwentis GmbH. Stuitgart, Germany

OpsTechnology. inc., San Francisco, Californis, USA

Orbian Corporation Ltd., Hamillon, Bermuda, USA

Purticte Computer GmbH, Karlsruhe, Germaryy

Powersim Corporation, Herndon, Virginia, USA

Quesira Corporation, Reedwood City, Califomia, USA

Revo Sysiems Corporation, Chelmsford, Massachusetts, USA

Realize Corporation, Tokyo. Japan

Selero, inc., Denver. Colorado, USA

SocialText, Inc., Polo Alto, Califomia, USA

SupplyOn AG, Hallbergmoos. Germany

TaC, Inc., Mountain View, California, USA

Venture-Capital Beteiligunp GbA mbH, Stuttgart, Germany

Visiprisa, Inc.. Alpheretla, Georgia, USA

VaiceObjects Inc., San Mateo. California, USA

Theze higures ace based on our kxal US GAAPR f i prior to ot resulting
from conaphdation snd tNereforn do not reflect th contnbulion of thess compnenies inchuded in the
h | Tha L of the equity so group currency is besed on

clonng exchange (tes. end 00 rerbge sxchange rates for revenun and net iIncome/\os3

Ag of Decamber 31, 2008, mchuchng managng dirsctors.

Consolidetad tor the first tne i 2006.

Represants & wholly or majarty ownad enity of 8 subsihary

Publicly traded

A portion ol SAP's externol hosing revenus is not mchuded hers but < Hve revenue figures of the

wbecharias which sell the 187Ges 10 the Customars.

Campany with prain and loes trangher agreament.




182 Notas to Consolidated Financinl Statements

Walldorf, March 7, 2007

SAP AG
Walldorf, Baden

Executive Board

foge

Kagermann

/%”. .

Agassi

Lo T

Brandt

[ oot

Oswald

Apotheker

(onit

Heinrich

PG

Zencke




FINANCIAL STATEMENTS OF SAP AG - SHORT VERSION
Prepared in accordance with German GAAP (HGB)

Financip! Statements of SAP AG - Short Version 183

INCOME STATEMENT
2006 2005
€(000) €(000}
Total revenue 4,124,469 3,780,883
Other gperating income 320,160 260,262
Cost of services and matesials - 1,408,305 - 1,241,127
Personnel expenses - 933,466 - B47.484
Depraciation and amertization - 119.636 ~ 206,672
Other opareting éxpenses - 1,008,237 - 887,114
Finance incoms 706,629 641,154
Income from ordinary activities 1,593,664 1,538,732
Income taxss - 409,250 - 466,200
Net income 1,184,434 1,071,5)2

BALANCE SHEET

12/31/2006 12/31/2005
€(000) €(000)
Intangible pasets 188,452 103,067
Property, plant, and equipment 762,008 873,092
Financial aasets 2,308,095 1,749,301
Fixed assets 3.259.54) 2,528,360
{nventories 3,634 3.569
Accounts receivable 1,862,017 1,620,584
Marketable securities 1,968,318 B55.204
Liquid assets 874,522 1,704,375
Non-fixed asseta 4,738,489 4,193,732
Daforred taxes 20,403 41,479
Prepaild expenses and deferred charges 28,551 26,591
Totzl assets 8,055,048 6,790,182
Sharehaldars’ equity 5,252,181 4,454,495
Resarves and accrued linbilitiea 740,294 856,084
Other lisbilitias 2,053,418 1,485,164
Deferred income 3,160 4419
Total shareholdars’ aquity and liabilities 8,055,048 6,780,162

The complets tnencel and unquekhex] sudior's report for SAP AG are [ied wath the operator of the
choctrone: verpon of the Bundessraeiger (German Federsl Gas ette), winch publahey shan and lonwands then to
the L o [Gorman Compacves Registar) Ther can be cbisned trom SAP AG on request
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FIVE-YEAR SUMMARY
SAP GROUP
(in millions of €. unlass otharwise stated) 2002 2003 2004 2005 2006
Revenue and income
Software revenue 2,291 2,147 2,361 2.183 3,072
- thereof EMEA 1,387 1,245 1,202 1.393 1.531
- thereof Americas 629 627 780 1,027 1,149
~ thereof Asia Pacific Japan 275 275 289 383 392
Product revenus 4,714 4716 5,154 5,058 8,605
Tota} revenue 71.413 7,025 7,514 8,513 9.402
% product revenue 64% 87% 69% 70% 70%
Ogperating income 1,626 1,724 2.018 2.3 2,565
Operating margin in % 22% 25% 27% 27% 21%
Stock-based compensation charges 36 130 38 45 99
Acquisition-related chargas 28 26 30 34 43
Adjusted cperating incoma" 1.688 1.880 2.088 2,410 2,707
Adjusted operating margin® 22% 27% 28% 28% 29%
Interest income, net 25 43 56 90 122
Financial income, net - 5§55 16 41 10 12
!ncomo bofore income taxes 1,108 1,777 2,073 2,316 2,875
Profit sales ratio (income before income taxes
a5 a percentage of total revenue) 15% 25% 28% 27% 28%
Retwrn on equity (net income a3 a percentage
of everage equity) 17% 3% 32% 29% 31%
Income taxas - 599 - 693 - 157 . =817 - 802
Net incoma 509 1,077 1.311 1,496 1,871
Liquidity and Cash flow
Net cesh provided by operating activities 1.681 1,499 1,845 1.608 1,847
Net cash used in investing activities - 326 -1,193 - 748 - 583 - 134
Net cash used in/provided by financing activities ~ 936 - 315 - 388 - 555 - 1,315
Cash and cash equivalents B42 B39 1,506 2,084 2.399
Short-term investments n/a n/a n/a 1,782 231
Group liquidity (cash and cash equivalents/
short-term imvestmenta); 2002-2004 Liquid agsets 1.238 2.096 3.197 3,846 3.330
Days sales cutstanding (DSO) a7 78 T 68 88

11 Excluding sinchbased compensation snd acgquesdion- reisied charges.




Five-Year Summary 195

SAP GROULP

{in millions of €, unless otharwise stated) 2002 2003 2004 2005 2006

Asasts and Equity

Accounts receivable 1,967 1,771 1,920 2,250 2,440

Current asseta 3.512 5.380 4,850 6,520 6,324

Long-term assets 2,097 946 2,735 2.520 3179

Current liabilities (inchuding delerred income) 2,397 2,237 2,592 2.743 2,773

Long-term liabilities (including deferred income

and minority interest) 339 379 399 515 504

Shareholdars’ equity (incl. temporary squity) 2.872 3.709 4,594 5,782 6.136

Total assots 5,609 8,326 7,585 9,040 9,503

Equity ratio {Equity 23 & percentage of the Total assets} 51% 59% 61% 54% 65%

Debi-equity ratio {Liabilities as a percentage of Toio! assets) 49% a% 39% 3% 35%

Purchase of intangible assets. property. plant, and equipment

{incl. ecquisitions) 309 275 18 498 808

Depreciation end amortization 21 216 210 204 214

Depreciation and amortization 03 a % of purchase T2% 8% 62% 8% 24%

Employess? and personnol expenses

Number of employees, year-end 28,797 20610 32,205 35.873 39.355

Number of employees, annual avarage 20,054 29,098 31,224 34,550 38,083

Personnel expenses 2,955 2,937 2.968 3.372 3,833

Personnel expenses -

axcluding stock-based compensation 2,930 2.807 2.830 3,37 3,134

Personnel expensas per employee -

excluding stock-based compensation in thousands of € )] 96 94 98 -]

fescarch and davelopment expansas

Research and development experises 809 ar2 908 1.089 1.335

as o percentage of total revenue 12% 2% 2% 13% 14%

Number of employees in RSD. year-end? 7,966 8.854 9,882 11.629 11,801

7 Based on full-Ume aquivalents.
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SAP GROUP
(in miliona of €, unless otherwise stated) 2002 2003 2004 2005 2006
Financtal performance measures
Shares outstanding a5 of year-end™ 1,259,852 1,261,656 1.264.016 1,265,832 1,267,537
Waeighted svernge shares - bosic? 1,252,064 1,243,124 1,243,209 1,229,264 1,226,263
Earmings per shore in €3 0.41 0.87 1.05 1.21 1.53
Stock-based compensation per shaere in €344 0.02 0.07 0.02 0.02 0.08
Acquisition-related charges per share in €3 4 0.0 0.01 0.02 0.02 0.02
Impairment-related charges per share in €34 033 0.0 0.00 0.00 0.00
Adjusted earnings per sharg?. 3! 0.77 0.96 1.09 1.25 1.61
Weighted averoge shares - diluied ¥ 1,255,920 1.245,636 1,248,623 1,243,342 1.231.650
Earnings per ghare - dilvted in € 0.41 0.87 1.05 1.20 1.52
Oividend per common shorg in €38 0.15 0.20 0.28 0.36 0.48
Dividend distributions® 188 248 340 447 560
Dividend distributions as o percentage of net Income® 3% 23% 26% 30% 30%
Stock prices at year-end - comman share in € 18.88 33.28 32.85 38.29 40.26
Stock prices - common shore - peak in €Y 44.08 33.50 35.68 39.11 45.86
Stock prices - common share - lowast in € 10.41 16.91 29.03 21.66 34.56
Market capitalization in billiona of £ 238 420 415 485 51.0
Return on SAP common sharas 1 year
investment period in %7 - 49,04 B0.28 -1.32 12.75 6.00
Retum on SAP common shares 5 years
investment period in %7 -4.05% 2.10 - 380 4.96 2.60
Return on SAP common shares 10 years
investment period in %7 29.19 38.15 22.88 15.60 16.80
Cash sarnings according to DVFA/SG 1.374 1.478 1.606 1,783 2,095

-

Net of tawme.

aoes

Arsuming sl drcdende sre rewnarsted {ne 1ax crect).

Exchuing §ioch-based companston sosstion-reisted and wnpawmont retsied charges.
For the yeet 2005 proposed devdend and birsad on 2005 closing lovel of Treesury stack,

Al wmounts shawn refiact the ixsancy of bonus thares st e 1:10-) ratio under the capdal
wCrakse Goscrbed i Note 23. Pricr penod smounts hove baen adjusted accondingly,




Financisl Calendar

Financial Calendar

2007

April 20

Preliminary results for the first quarter of 2007

May 10
Annual General Meeting of Shareholders,
Mannheim, Germany

May 11
Dividend payment

July 19
Preliminary results for the second querter of 2007,
Analyst conference

October 18
Preliminary results for the third quarter of 2007

2008

January 30
Preliminary results for fiscal year 2007,
Press and analyst conference and teleconference

May 28
Annual General Meating of Shareholders,
Mannheim, Germany

May 29
Dividend payment
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Addresses

Group Headquarters

SAP AG
Dietmar-Hopp-Allee 16
69190 Walldorf
Germany

Tel. +49 6227 747474
Fax +49 6227 757575
E-mail info@sap.com

Internet www.sap.com

The addresses of all our international
subsidiaries and sales partners are on the
Internet at www.sap.com/contactsap.

For more information about the matters
discussed in this Annual Report, contact:

INVESTOR RELATIONS
Euvrope and Asia:

Tel. +48 6227 741551

Fax +4% 6227 740805

E-mail investor@sap.com
Internet www.sap.com/investor
Americas:

Tel, +1 877 727 7862

Fax +1 212 653 9602

E-mail investor®@sap.com
Internet www.sap.com/investor

PRESS

Tel. +49 6227 746311

Fax +49 6227 7463 31
E-mail press@sap.com
Internet www.sap.com/press

Publications for Shareholders

The following publications are available from SAP Investor
Relations:

® SAP Group Annual Report {in English or German)

® Annual Report on Form 20-F (in English)

= SAP AG Statutory Financial Statements and
Review of Operations {in German)

m SAP Quarterly Reports (in English or German)

@ SAP INVESTOR magazine (in English or German)

All of these documents, plus financial date spreadsheets
and cther shareholder services, are also available on the
internet at www.sap.com/investor, or in German at
www.sap.de/investor.

Full information on the governance of SAP is available at
www.sap.com/corpgovernance
Materials include:

m SAP’s Articles of Incorporation
® SAP’s Principles of Corporate Governance

m German Stock Corporation Act, Section 161, Declaration

Concerning SAP AG's Implementation of the German
Corporate Governance Code

m SAP’s Principles of Corporate Governance

m SAP's Code of Business Conduct

& Information about the management of the company,
including the directors on the governing bodies

® Details of the directors’ dealings in SAP shares

m Shareholder meeting papers and ballot results
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